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Note 1: IPL Energy Inc. holds a 21.4% interest in Alliance and is the sponsor of Vector; IPL 
Energy intends to exchange an equity interest in Vector for an interest in Millennium. 


Note 2: Water project, York Region, Province of Ontario. 


IPL Energy Inc. is a North American leader in energy delivery and services, operating the world’s longest 
crude oil and liquids pipeline system, and Canada’s largest natural gas distribution company through 
The Consumers’ Gas Company Ltd. which serves 1.4 million residential, commercial and industrial customers 
in south central and eastern Ontario, Quebec and Upper New York State. With assets of $6.7 billion and 
5,000 employees, the Company maintains its registered office in Calgary, Alberta. IPL Energy’s common 
shares trade on the Toronto and Montreal stock exchanges in Canada under the symbol “IPL”. 


In the United States the shares trade on The NASDAQ National Market under “IPPIF”’. 


IPL 


Energy Inc. 


Highlights 


(Canadian dollars in millions, except per share amounts) 1997 1996 1995 
Financial 
Earnings 217.3 180.3 130.4 
Cash provided from operating activities 432.0 538.0 470.0 
Dividends 147.1 125.9 116:3 
Per share amounts 
Earnings 3.15 2.90 2e30) 
Cash provided from operating activities 6.27 8.65 8.28 
Dividends 2.12 2,03 2.00 
Return on average shareholders’ equity 14.2% 15.0% 13.2% 
Debt to debt plus shareholders’ equity at year end 67.7% 68.4% 69.1% 


(Canadian dollars in millions) 


Operating 

Energy Transportation 
Operating revenue 518.1 508.7 467.6 
Capital expenditures 214.8 164.8 82.5 
Deliveries (thousands of barrels per day) 2,083 1,970 1,754 
Barrel miles (billions) 771 768 771 
Average haul (miles) 1,014 1,069 1,204 


Energy Distribution ? 


Operating revenue 2,001.9 1,949.2 1,855.2 
Capital expenditures 416.4 892.9 345.4 
Gas distribution volumes (billion cubic feet) 428 429 391 
Number of active customers (thousands) 1,362 1,307 1,264 
Degree day deficiency* (degrees Celsius) 
Actual 4,011 4,209 3,748 
Forecast based on normal weather 4,003 4,058 3,955 


1 Certain comparative amounts have been reclassified to conform to the current year's basis of presentation. 
2 Energy Transportation operating highlights include the statistics of the 16.6% owned portion of the mainline system located in the United States. 


3 Highlights of Energy Distribution reflect the results of The Consumers’ Gas Company Ltd. and other gas distribution assets on a quarter lag basis 
of consolidation. 


4 Degree day deficiency is a measure of coldness. It is calculated by accumulating for each day in the fiscal period the total number of degrees 
by which the daily mean temperature fell below 18 degrees Celsius. The figures given are those accumulated in the Toronto area. 
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Letter to Shareholders 


A year ago IPL Energy embarked upon a new course of action to fulfill its long 
term objective of providing superior value to shareholders both through share price 
appreciation and dividend growth. The adoption of this new strategy is designed 
to position the IPL Energy group of companies at the forefront of providing energy 
delivery and services in a changing North American energy market, leveraging off the 
Company's two core business units — the transportation of liquid hydrocarbons and 
the distribution of natural gas. The IPL Energy strategic plan is underpinned by four 
B.F. MacNeill, President & Chief Executive Officer key considerations: 

* accelerate high single-digit percentage growth in earnings per share from the existing core 
energy delivery businesses to double-digit percentage growth by participating in the emerging 
retail energy services market; 

¢ capitalize on existing strengths and capabilities as the Company moves forward; 

¢ utilize joint ventures to acquire necessary new skills and complementary assets and 

e maintain steady, modest near term dividend growth. 


1997 Highlights 


In terms of profitability, growth and stock market performance, 1997 was an exceptional year. 


“an exceptional year Reflecting the early benefits that are beginning to flow from the implementation of the new strategy, 
in terms of profitability, earnings advanced 21% to a record $217 million over the $180 million earned in 1996. On a per 
growth and stock share basis, 1997 earnings were equivalent to $3.15 versus $2.90 in 1996. Both core business units 
market performance” contributed to the higher earnings. The Energy Transportation segment continued to enjoy unprece- 


dented demand for increased transportation capacity due to higher Western Canadian crude oil 
production with total system deliveries advancing 6% to a record 2.1 million barrels per day. The seg- 
ment was also positively affected by the Cusiana crude oil pipeline project in Colombia which is 
substantially complete. The Energy Distribution segment benefitted from the purchase late in 1996 of 
the outstanding minority interest in The Consumers’ Gas Company Ltd. The addition of 55,000 new 
natural gas customers, reflecting the stronger Ontario economy, was more than sufficient to offset 
the weather which was 5% warmer than in 1996. 

The increase in earnings in 1997 enabled the Company to raise the quarterly dividend by 
6% to an annualized rate of $2.18 per share, starting with the dividend paid September 1, 1997. 
The increase was the second in as many years. 

The progress achieved in 1997 was also reflected in the total return to shareholders from dividends 
and share price appreciation. For the year ended December 31, 1997, the total return to an IPL Energy 
shareholder from an investment made at the beginning of 1997 reached 71%. This compares with 
a total return of 37% from a composite investment in the Canadian companies whose business activities 
and risk levels are most comparable to IPL Energy, and with a 15% return by The Toronto Stock 
Exchange 300 Composite Index. 


Response to the Changing Energy Market 

Although IPL Energy has long enjoyed stature as operator of the world’s longest crude 
oil pipeline system, the 1994 acquisition of Consumers Gas significantly strengthened IPL Energy's 
competitive position. The addition of Canada’s largest natural gas distribution company created 
a corporation with a much larger base of financial resources, skill sets and assets with which to tackle 
the challenges and opportunities created by the substantial restructuring of the North American 
energy markets. 

The changes occurring in the energy marketplace are characterized by at least three, sometimes 
overlapping, developments: incentive regulation, unbundling and convergence. 
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“resources to tackle the 
changing energy market” 


Incentive Regulation 

Though large portions of the energy delivery infrastructure in North America will continue to 
be subject to regulatory oversight, conventional cost of service regulation is on the wane. Customers, 
regulators and utilities are developing alternative arrangements that provide financial incentives 
to achieve cost efficiencies and reduce the bureaucratic overhead and the adversarial nature of the 
regulatory process to the benefit of both customers and shareholders. 

Incentive regulation provides a new tool that enables IPL Energy to increase the earnings of its 
core regulated utilities. For example, in 1995 the Company became the first crude oil common carrier 
in North America to implement a comprehensive incentive tolling agreement. The Company's strategy 
is, wherever possible, to apply incentive tolling methodology to other core regulated businesses and to 
new infrastructure projects as they are developed. Since introducing the incentive arrangement across 
the mainline system, the Company has incorporated these methodologies to most new pipeline projects, 
including the Cusiana crude oil pipeline in Colombia. 


Unbundling 

Unbundling, or the removal from regulation of a variety of ancillary products and services such 
as appliance merchandising and the rental of natural gas water heaters and furnaces, provides an 
opportunity to create new energy service businesses not subject to regulatory limitation on profitability, 
nor confined geographically to a utility franchise area. 

With 1.4 million customers, Consumers Gas is ideally positioned to participate in retail energy 
services. Over the years, the Company has developed a strong portfolio of energy products and services. 
For example, Consumers Gas is the largest natural gas appliance retailer in Canada and, more recently, 
has emerged as the largest retailer of natural gas fireplaces in North America. 

Part of IPL Energy's response to unbundling has been to create a new unregulated retail energy 
services business unit called Consumersfirst with the ability to react to both unbundling and conver- 
gence opportunities by utilizing existing retail marketing skills. The initial focus of Consumersfirst is to 
provide natural gas brokerage services to customers in Ontario with plans to deliver integrated energy 
products and services, as well as to satisfy customer demand for service, convenience and innovation. 
Plans also include the expansion of energy service products across Ontario and in selected locations 
in North America. Late in 1997, Consumersfirst opened the first of five planned retail natural gas 
appliance stores in British Columbia. 


Convergence 

The integration of the natural gas and electrical power segments, frequently referred to as 
convergence, is providing further opportunities for the Company. At the distribution level there are 
significant benefits to common ownership and operation of the infrastructure to serve gas, electric 
and water distribution. All three have substantially similar systems to handle meter reading, monthly 
billing, and grid maintenance. 

Convergence will also play a significant role in shaping and defining the new unregulated retail 
energy services businesses environment. Successful energy services retailers will need to offer a menu 
of both natural gas and electricity energy choices, along with related products and services. 

The importance the Company attaches to electricity is reflected by two transactions entered 
into in 1997. First, IPL Energy acquired a 32% interest in Noverco Inc. of Montreal, and Noverco 
acquired a reciprocal 8% interest in IPL Energy. The Noverco transaction not only confers indirect own- 
ership in existing natural gas distribution systems in Quebec and Vermont but creates a strategic 
alliance with Noverco’s affiliates, including Hydro-Quebec, the largest and lowest cost power generator 
on the continent. Second, the proposed purchase of Cornwall Electric, an electricity distributor in eastern 
Ontario, would create an entry into the electrical distribution business and a platform from which to 
assess other opportunities in Ontario and elsewhere should they arise. 


“building on existing 
strengths” 
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Market Intelligence/Levering 

Taken together, the external forces of incentive regulation, unbundling and convergence 
increase the importance to IPL Energy of market intelligence as a critical factor in identifying and cap- 
turing growth opportunities in both new, unregulated energy services markets, as well as in energy 
transportation and distribution infrastructure investments. There are now more infrastructure developers 
than ever as companies begin to cross industry boundaries. As well, the regulatory processes that 
once served to coordinate supply, demand and infrastructure developments are being displaced by 
market forces. As the Company moves forward, the key to capturing future growth opportunities will 
be the ability to obtain and analyze information, identify unserved needs or markets, design responses 
to meet these needs, and execute with greater agility than competitors. 

On the transportation side of the business, the mainline system is being expanded by 120,000 
barrels per day to increase capacity from Western Canada to Chicago through the $540 million SEP II 
program that is well underway. Beyond the SEP Il program, the proposed Terrace program would 
provide the capability to transport a further 270,000 barrels per day of heavy oil. After allowing 
for anticipated light oil production declines, total system delivery would increase by 160,000 barrels 
per day. The Canadian portion of the expansion would cost an estimated $640 million, the United 
States portion U.S. $138 million. The system is also being expanded upstream to new sources of 
supply through the Wild Rose Pipe Line project, a $375 million proposal to accommodate anticipated 
growth in heavy oil production from the Athabasca/Cold Lake region of Alberta, as well as downstream 
through another separate pipeline project to connect the mainline system with a refinery at Toledo, 
Ohio. The idle system extending from Sarnia, Ontario, to Montreal, Quebec, is being reversed to 
deliver offshore crude oil supplies to Quebec and Ontario markets, and new international opportunities, 
like the Cusiana crude oil pipeline project in Colombia, are being sought to bring new supplies to market. 

IPL Energy's strategic plan recognizes the importance of levering its core business competencies 
to pursue natural gas pipeline infrastructure opportunities. The combination of IPL Energy’s ability to 
contract throughput volumes in order to supply its gas distribution operations, and the ability to provide 
low cost operating services in areas adjacent to its crude oil system, has enabled the Company to 
assemble significant interests in a number of gas pipeline projects. Most significant is the combination 
of the proposed Alliance, Vector and Millennium pipeline projects that tie together to form a new 
transcontinental network from the Western Canadian Sedimentary Basin to Eastern Canadian and 
United States markets. IPL Energy is a founding partner in the Alliance pipeline project, the sponsor of 
Vector, and holds an equity interest in Millennium. 

The natural gas distribution business is also taking advantage of market intelligence to expand. 
The joint venture with Nova Scotia Power to propose a gas distribution system in the Province of Nova 
Scotia is an example of geographic extension. Distribution rights are also being sought in the Province 
of New Brunswick. Additionally, the Company is expanding horizontally into water supply, represented 
by the venture with a United Kingdom water distribution company to develop a solution for the long 
term water supply needs of Ontario's York Region. 

In the energy services area an important step was taken in 1997 with the proposed acquisition 
of a 50% interest in the crude oil and liquids marketing business of Gulf Canada Resources Limited. 
The venture, named Tidal Energy Marketing Inc., would create the largest independent liquids marketer 
in Canada. 

IPL Energy’s new strategy of leadership in energy transportation, delivery and energy services 
positions the Corporation to maximize advantages presented by the changing North American energy 
market. The Company will expand its significant presence in energy delivery businesses while increas- 
ing its focus on non-regulated energy services, with the primary emphasis being on the retail sector. 
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“commitment to 
the community” 


The Community 

The IPL Energy group of companies remains an active and dedicated participant in the com- 
munity of which it is part. In addition to providing financial and in-kind support, it encourages the 
volunteer efforts among its employees and associates. In 1997, the combined contributions to health 
and social services programs, education and environmental causes totalled $2.3 million, an amount 
that is budgeted to increase again in 1998. 


Board of Director and Executive Appointments 

Welcome is extended to André Caillé, President and Chief Executive Officer of Hydro-Quebec, 
who was appointed to the IPL Energy Board of Directors following the Noverco transaction. His expe- 
rience is expected to make a significant contribution to the Company's evolving strategic direction. 
At the same time, IPL Energy nominated three representatives to the Board of Directors of Noverco 
and three to Gaz Métropolitain. 

IPL Energy realigned its senior executive function to complement the Company's new strategic 
direction. P. (Pat) D. Daniel was appointed Executive Vice President & Chief Operating Officer — Energy 
Transportation Services, R. (Ron) D. Munkley, Executive Vice President & Chief Operating Officer — 
Energy Distribution Services and J. R. (Richard) Bird, Senior Vice President, Corporate Planning 
& Development. M. (Mel) F. Belich and D. (Derek) P. Truswell continue their current responsibilities as 
Senior Vice President, General Counsel & Corporate Secretary, and Senior Vice President & Chief 
Financial Officer, respectively, with Mr. Belich also assuming responsibilities for Corporate Affairs and 
Administration. Ms. B. (Bonnie) DuPont was appointed Senior Vice President, Human Resources, with 
responsibility for all human resource activities for the IPL Energy group of companies. Together these 
individuals comprise the Corporate Leadership Team and report to B. (Brian) F. MacNeill, President 
& Chief Executive Officer. In addition to these appointments, R.H. (Hugh) B. Sangster was appointed 
President, IPL International Inc., R. (Rudy) G. Riedl, President, The Consumers’ Gas Company Ltd. and 
S. (Stephen) J. Wuori, President, Interprovincial Pipe Line Inc. 

Appreciation is extended to IPL Energy's 5,000 employees for their continued support and 
commitment. The success the Company has enjoyed to date is made possible only by the hard work, 
dedication, skill and expertise of all employees. The Board of Directors thanks them for an exemplary 
1997, a year in which the Company continued to thrive in a challenging and rapidly changing 
business environment. 


On behalf of the Board of Directors: 


(Pag a LEO 
D.J. Taylor B.F. MacNeill 
Chairman President & Chief Executive Officer 


February 25, 1998 


Management’s Discussion and Analysis 


Overview 

IPL Energy’s financial results over the last three years reflect 
strengthening contributions from each of the Corporation's operating 
segments due to the continuation of solid results achieved by core 
business units, augmented by the Corporation’s continuing ability to 
capitalize on growth opportunities. 

In 1997, consistent with its growth and business opportunities, 
the Corporation redefined its reporting of operating segments. The new 
reporting segments, Energy Transportation, Energy Distribution and 
Corporate, reflect the allocation of assets and management structure 
of the Corporation. In order to allow for a meaningful comparison of 
results, the 1996 and 1995 comparatives have been restated according 
to the new segmentation. 


Financial Highlights 
(Canadian dollars in millions, except per share amounts) 1997, 1996 1995 


Segmented earnings 


Energy Transportation W225 97.4 81.8 

Energy Distribution 124.2 lnites: 5 

Corporate (29.4) (28.9) (26.9) 

ANY SS 180.3 130.4 

Cash provided from operating activities 432.0 538.0 470.0 

Dividends 147.1 125.9 Mes 
Per share amounts 

Earnings 3.1/5) 2.90 2S}0) 

Dividends 22 ZA03 2.00 


Earnings for the year ended December 31, 1997, increased 21% over the previous year. The 
full year impact of the acquisition of the 15% minority interest of The Consumers’ Gas Company Ltd. 
in December 1996, combined with significantly improved earnings from both International and North 
American pipeline operations accounted for the increase. The improvement in 1996 earnings over 
1995 was primarily due to base earnings growth in both the crude oil pipeline and natural gas 
distribution businesses as well as the effect of colder weather in the franchise area of Consumers Gas. 

Cash provided from operating activities decreased in 1997 as the use of cash for working 
capital requirements, including a reduction in short term borrowing levels used to finance gas in storage, 
more than offset higher earnings. The significant improvement in cash provided from operating 
activities in 1996 over the prior year was primarily attributable to increased earnings, partially offset 
by fluctuations in working capital levels. 

Over the three year period, dividends paid reflected both increases in dividend rate and the 
number of common shares outstanding. Due to the significant growth in earnings, a 3% increase in 
the quarterly dividend to $0.515 per share in the third quarter of 1996 was followed by a further 
6% increase to $0.545 in the third quarter of 1997. 
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Energy Transportation ' 


Deliveries by Type 
(thousands of barrels per day) 


=== | Light Oil 
=== _| Medium/Heavy Oil 


wa | Refined Products and 
Natural Gas Liquids 
== | TOtal 


Energy Transportation ' 


Deliveries by Destination 
(thousands of barrels per day) 


United States 
Eastern Canada 
Total 


1 Includes the statistics of the 16.6% 
owned Lakehead System. 


Energy Transportation 

The results of the Energy Transportation segment include contributions from three primary 
North American pipeline systems: the Canadian portion of the main crude oil pipeline (IPL System), 
the 16.6% owned portion located in the United States (Lakehead System) held through a U.S. Master 
Limited Partnership (Partnership), and a wholly owned pipeline originating in the Northwest Territories 
(IPL (NW) System). In addition, Energy Transportation also reflects earnings from Feeder Pipelines and 
the Corporation’s investment in the Cusiana crude oil pipeline project in Colombia. 


Energy Transportation Earnings 


IPL System 68.3 SSS 5515 
Lakehead System Is lee UD 
IPL (NW) System 12.6 1372 1St6 
Feeder Pipelines and Other 6.2 8.2 3.9 

106.4 92.6 80.2 
International 16.1 48 1.6 

2225 97.4 81.8 


The 1997 earnings of the IPL System continued to reflect beneficial achievements under the 
Incentive Tolling Agreement entered into with shippers in 1995, as well as ongoing capacity expansion 
programs. Under incentive tolling, the ability to achieve higher earnings is based on maximizing 
system utilization and increasing operating efficiency, a departure from traditional cost based regulation 
whereby earnings are based on the level of capital investment. Under the agreement, earnings in 
excess of pre-determined thresholds are shared between the Corporation and its customers. In 1997, 
the IPL System exceeded the threshold earnings, providing a net benefit of $9.3 million to the 
Corporation (1996 — $4.7 million; 1995 — $3.7 million) and $8.0 million (1996 — $3.4 million; 1995 — 
$2.5 million) to industry. 

IPL System earnings over the three year period have also been positively affected by the 
completion of the first phase of the System Expansion Program (SEP |) in 1996 at a cost of $85 million 
and the commencement of the SEP Il in 1997. 

Earnings from the Lakehead System also improved in 1997 as a result of incentive distributions 
from the Partnership as well as the effects of the settlement with the Federal Energy Regulatory 
Commission (FERC) of various contested tariff rate cases. 

Prior to 1996, the IPL(NW) System was regulated on a full cost of service basis, earning 
a 16% return on an approximate $85 million investment. Effective July 1, 1996, earnings reflect an 
Amending Agreement negotiated with the primary shipper whereby earnings are based on a deemed 
equity ratio of 55% and a National Energy Board (NEB) prescribed multipipeline rate of return on 
equity. The Amending Agreement remains subject to formal approval by the NEB. 

Feeder Pipelines and Other earnings in 1997 include contributions from wholly owned Producers 
Pipelines Inc. of Saskatchewan and Portal Pipe Line Company of North Dakota, both of which were 
acquired in 1995, as well as the Corporation's 30% joint venture interest in the Mustang Pipeline, which 
was acquired in late 1996. These entities operate pipelines that connect with the main pipeline system. 
The 1997 results of this segment also reflect expenditures associated with business development activities. 
Absent these costs, earnings from feeder pipelines would have reflected a modest increase. 

Earnings from International primarily reflect results from IPL Energy's U.S. dollar denominated 
investment in a pipeline project in Colombia. IPL Energy is providing long term funding for the project 
and is earning a pre-established fixed rate of return on its investment. Under separate agreements, 
the Corporation acts as joint operator and earns operating fees. The improved contributions from 
International reflect increases in the investment level in the Colombia project over the three year 
period, as well as the receipt of operating fees which commenced in 1996. 


Energy Distribution ' 


Number of Active Customers 
Year End (thousands) 


Energy Distribution ' 


Volume of Gas Distributed 
(billion cubic feet) 


1 For comparative purposes, the 1994 
and 1993 operating statistics reflect 
full year results of Consumers Gas 
prior to the date of acquisition (June 
30, 1994). 
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Energy Distribution 

The Energy Distribution segment includes earnings from Consumers Gas and related utilities, 
as well as contributions from the Corporation’s strategic investment in Noverco Inc. in late 1997. 
Expenditures incurred in the emerging energy services initiatives are also reflected in the segment. 


Energy Distribution Earnings 


(Canadian dollars in millions) 1997 1996 1995 


Consumers Gas and Related Utilities 25.22 133.9 90.5 
Minority Interest = (22.1) (15.0) 
|252 111.8 W55 
Noverco 6.9 - = 
Energy Services (7.9) E= ie 
124.2 111.8 PS.5 


Consumers Gas is a regulated natural gas distribution utility serving approximately 1.4 million 
customers in south central and eastern Ontario. Earnings contribution from Consumers Gas, after 
deduction of minority interest, increased significantly in 1997 as a result of the acquisition of the 
remaining common shares on December 9, 1996. 

Earnings of Consumers Gas are affected primarily by allowed rates of return, rate base 
growth and weather patterns in its franchise area. Over the three year period, the continuing growth 
in the rate base was partially offset by the reduction in the allowed rate of return and in 1997, 
by warmer weather. For its 1997 fiscal year, Consumers Gas’ allowed rate of return was 11.5% (1996 
— 11.875%; 1995 — 11.65%) on a deemed 35% common equity component and a rate base of 
$2,831 million (1996 — $2,602 million; 1995 — $2,430 million). Underlying this growth in rate base, 
Consumers Gas has added 143,000 customers since the beginning of 1995, including 55,000 in 
1997. The continued popularity of natural gas among homeowners and builders due to its relative 
price advantage and environmental benefits over other forms of energy has been the primary driver 
in the expansion of the customer base. 

Earnings from Consumers Gas are highly sensitive to weather. Degree days, which represent 
a measure of coldness in the franchise area, were 4,011 in 1997 as compared with 4,209 in 1996 
and 3,748 in 1995. 

On August 27, 1997, the Corporation purchased $181.4 million of Noverco's preference 
shares and $151.0 million in Noverco common shares representing a 32% equity interest. Noverco 
is a holding company whose principal asset is an 80% interest in Gaz Métropolitain and Company, 
Limited Partnership which is engaged in natural gas distribution in Quebec and Vermont. Noverco also 
holds a 50% interest in Trans Quebec & Maritimes Pipeline Inc. which owns and operates a gas trans- 
portation pipeline in Quebec. In a related transaction, the Corporation sold six million of its common 
shares to Noverco for $287.1 million representing an 8% ownership in IPL Energy. 

The preference shares entitle the Corporation to a cumulative dividend based on the yield 
of 10 year Government of Canada bonds plus 4.45%. Earnings from Noverco also reflect the 
Corporation’s 32% equity interest adjusted for the effect of the reciprocal shareholding in IPL Energy 
and the amortization of the purchase price discrepancy. 

Energy Services reflects the Corporation's strategic entrance into the emerging retail energy 
services market. This segment will provide integrated energy products and services to customers. 

The loss related to Energy Services reflects start up costs and general business development expenses 
associated with this initiative. 
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Corporate 

The Corporate segment includes other investing and financing 
activities such as general corporate investments and costs associated with 
financing non regulated activities. 

The loss from the Corporate segment was comparable over the 
three year period. In 1997, higher interest costs and corporate provisions 
were offset by the gain on the dilution of the Corporation's investment 
in the U.S. pipeline operations. Higher average debt levels associated 
with financing the Consumers Gas minority interest acquisition and the 
investment in Noverco were partially offset by the reduction in average 
interest rates. Corporate provisions include amounts provided for poten- 
tial liabilities arising from claims in the normal course of business. 

In October 1997, the U.S. Master Limited Partnership completed a public 

issue of additional Partnership Units. As the Corporation elected not to 

participate in this offering, its effective interest in the Partnership was 
reduced from 18% to 16.6%. The proceeds received by the Partnership 

were allocated among the capital accounts of the unitholders based upon the 

increase in Partnership net assets attributable to each interest as a result of the issue. The Corporation's 
pro rata share of Partnership net assets increased by $16.3 million ($10 million after tax), which was 
recognized as a dilution gain. In 1996, the effect of a significant decline in interest rates as compared 
with 1995 was offset by increased corporate provisions. 


Consolidated Results of Operations 

The following discussion focuses on the significant variances affecting income statement line 
items including, where appropriate, analysis of significant revenue and expense items as presented 
in Note 2 to the Consolidated Financial Statements. 


Operating Revenue 


(Canadian dollars in millions) 1997 1996 : 1995 
Energy Transportation 518.1 508.7 467.6 

Energy Distribution 
Gas sales 1,763.9 1,749.8 1,694.4 
Transportation 25.9 lial 13.0 
Other PAP 186.3 147.8 
2,520.0 2,457.9 2532228 


Operating revenue generated by the Energy Transportation segment increased over the three 
year period due to capacity expansions and the acquisition of feeder pipelines. Revenues were higher 
in 1997 due to the impact of system expansions and the recovery of certain operating costs from the 
shippers. These increases were partially offset by lower transportation revenue on the IPL (NW) System 
due to the full year impact of the Amending Agreement. Revenues increased in 1996, compared 
with the prior year, due primarily to a full year’s contribution from the Producers and Portal pipelines. 
Higher Energy Transportation revenues also reflected the recovery of line integrity program costs, as 
well as income tax variances allowed under the terms of the Incentive Tolling Agreement. These increases 
more than offset a $10 million reduction in IPL (NW) System revenue, again reflecting lower depreciation 
and interest expense in accordance with the Amending Agreement. 
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Over the three years, gas sales from Energy Distribution reflected the continued growth in 
customer base as well as the effect of weather. Gas sales in 1997 improved as a result of customer 
additions and a stronger economic environment. These factors were substantially offset by the effect 
of warmer weather. The 1996 revenue level, in comparison with 1995, reflects the benefit of colder 
weather and customer growth partially offset by lower unit gas costs. Distribution volumes for the 
three years amounted to 428 billion cubic feet in 1997, 429 billion in 1996 and 391 billion in 1995. 

Energy Distribution transportation revenue increased in 1997 over the prior year due to the 
increase in number of customers opting for transportation service only. Other revenue has also 
increased over the three year period due to higher revenue from rental appliances. The increase was 
attributable to the full year’s effect of higher residential rental rates for water heaters introduced 
in 1996 in response to increased taxes payable, as well as an increase in customer base. The increase 
in taxes payable was the result of a change in Revenue Canada’s assessing practice. 


Expenses 
(Canadian dollars in millions) 1997 1996 1995 
Gas costs 1,036.4 1,064.3 2300 
Operating and administrative 
Energy Transportation 246.4 224.4 199.6 
Energy Distribution 386.7 345.5 Sle! 
Corporate 5.33 6.4 (e2} 
Depreciation 
Energy Transportation 85.8 88.4 89.0 
Energy Distribution 186.0 146.6 eae 
Corporate DP 2.0 del 


1,948.8 ipoveo 1,860.3 


Lower gas costs in 1997 were due to a decline in gas sales volumes partially offset by a slight 
increase in unit gas costs. The decline in volumes reflected both warmer weather and a shift of some 
customers to transportation service. The decrease in gas costs in 1996 over the prior year was the result 
of a significant decrease in unit gas costs which was only partly offset by the effect of colder weather. 

Operating and administrative expenses in 1997 for the Energy Transportation segment increased 
$22.0 million over the prior year. The increase was largely attributable to increased business develop- 
ment project expenses, higher property taxes, the acquisition of a 30% interest in the Mustang joint 
venture, and general cost increases. The increase in 1996 over the prior year was attributable to the 
full year effect of the acquisition of Producers and Portal, expenditures on line integrity programs, 
and minor cost increases over several cost categories. 

Operating and administrative expenses for the Energy Distribution segment have increased 
each year, largely as a result of higher costs associated with serving an expanding customer base, 
inflationary increases, and the growth of ancillary operations, particularly the rental of water heaters. 

Over the three year period, Corporate administrative expense reflects an increasing number 
of business development initiatives. 

During the last three years, depreciation expense related to Energy Transportation assets has 
remained relatively constant as growth in property, plant and equipment resulting from capacity 
expansion and pipeline acquisitions was essentially offset by a reduction in IPL (NW) System deprecia- 
tion in 1996 as a result of the Amending Agreement. 

In 1997, Consumers Gas depreciation expense increased due to higher depreciation rates 
approved by the Ontario Energy Board (OEB). Growth in property, plant and equipment necessary 
to serve the expanding customer base over the last three years also contributed to increasing 
depreciation expense for the Energy Distribution assets. 
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Earnings 

(Canadian dollars in millions) 1997 1996 1995 
Operating income V2 580.3 462.5 

Investment and other income 76.5 hil o// 39.1 

Interest expense (276.1) (rales) (281.8) 
Income taxes (154.3) (138.3) (74.4) 
Minority interest - (22.1) (15.0) 


ZieS 180.3 130.4 


Operating income has declined from 1996, principally as a result of increased project and 
business start up costs including the emerging energy services. However, this decline is more than offset 
by additional contributions from investments in the Colombia pipeline project, the Partnership and 
Noverco. These contributions, due to the nature of accounting treatment accorded to such investments, 
are included in investment and other income. The operating income increase in 1996 from 1995 
reflects the impact of the colder than normal winter in 1996 as well as rate base expansions in both 
Consumers Gas and liquids pipelines. 

Investment and other income improved in 1997 compared with the prior year due to the 
dilution gain on the Partnership, and higher contributions from investments in the Colombia pipeline 
project, the Partnership and Noverco. In 1996, the decline from 1995 amounts was due primarily 
to lower interest income on short term investments partially offset by improved performance in the 
Partnership and a higher contribution from the investment in Colombia. In 1996, the additional con- 
tribution from the Partnership can be attributed to cost reduction initiatives and the positive impact 
expansion programs had on system utilization. These factors were partially offset by the FERC decision 
regarding tariff rates. 

Interest expense over the three year period reflects the impact of increased borrowings to 
support capital expenditures and acquisitions, largely mitigated by the impact of lower interest rates. 

Income taxes, which are primarily calculated using the taxes payable method, increased over 
the three years consistent with improvements in pretax earnings. The effective tax rate for 1997 was 
41.5% (1996 — 40.6%; 1995 — 33.8%). Commencing in 1996, the Revenue Canada change in 
assessing practice with respect to the deductibility of administrative overhead and rental equipment 
installation costs in the year incurred, resulted in higher current income taxes as compared with 
the previous year. These costs are now capitalized for both accounting and taxation purposes. 


Liquidity and Capital Resources 

The Corporation's cash generated from operations, supplemented 
by $2.3 billion in unutilized credit facilities, provide adequate resources 
to finance growth opportunities, debt repayments, and dividend distribu- 
tions. (For a further description of the Corporation’s committed and 
uncommitted credit facilities, reference should be made to Note 9 to the 
Consolidated Financial Statements.) 


Operating Activities 
Cash provided from operating activities declined in 1997 as working 

capital requirements more than offset the increase in earnings. In 1996, 
cash from operating activities increased over the prior year, reflecting 

the effect of higher earnings. The increase was partially offset by higher 
working capital requirements. Due to the seasonality of gas distribution 
operations and the fluctuating levels of gas in storage, cash provided from 
operating activities remains sensitive to changes in working capital. 


Investing Activities 

The increase in the level of investing activities over the last three years reflects the Corporation's 
aggressive growth strategy in a changing North American energy delivery and services market. 

Included in long term investments in 1997 was the purchase for $332.4 million of $181.4 million 
of Noverco’s preference shares and 32% of outstanding common shares. On October 1, 1997, ina 
related transaction, IPL Energy sold six million common shares to Noverco for cash proceeds of $287.1 
million, which is reflected as an issuance of capital stock. Other long term investments made in 1997 
reflect contributions to the Colombia pipeline project of U.S.$38.7 million (1996 — U.S.$47.0 million; 
1995 — U.S.$13.2 million) and a $30.5 million investment in the Alliance Pipeline Project, a proposed 
natural gas pipeline extending from Fort St. John, British Columbia, to Chicago, Illinois. 

Acquisition of subsidiaries and joint ventures consists of the December 1996 transaction 
whereby the Corporation acquired the remaining 15% of the common shares of Consumers Gas. 
The $248.6 million purchase price was financed in part by the exchange of common shares of 
the Corporation having a fair value of $105.1 million, with the remainder financed by variable rate 
borrowings. The acquisition of the joint venture interest in the Mustang pipeline accounted for the 
remaining investment in 1996. Investments made in 1995 represent the acquisition of feeder pipelines. 

Capital additions required to meet expanding customer requirements for both Energy 
Transportation and Energy Distribution, combined with ongoing improvements and replacements of 
existing facilities, accounted for the increasing level of capital expenditures over the three year period. 
Energy Transportation capital expenditures in 1996 and 1997 reflected significant construction activity 
related to the first and second phases of the System Expansion Program, respectively. Energy Distribution 
capital expenditures over the three year period are the result of growth in the customer base. 


Financing Activities 

Over the three year period, the Corporation's level of financing activities reflected its growth 
and investment activity, and is evidenced by the significant increases in both the debt and equity 
components of its capital structure. 

The Corporation's regulated pipeline and gas distribution operations issue long term debt, 
usually in the form of fixed rate debentures or medium term notes, primarily to finance capital additions 
and to maintain an appropriate capital structure. Debt related to non regulated activities has been 
incurred primarily to finance business acquisitions and investments in subsidiaries, and is supplemented 
with the issue of share capital. Funds for debt retirements are generated through cash provided from 
operating activities, as well as through the issuance of replacement debt. 
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During 1997, Energy Transportation issued $50 million in medium term notes and an additional 
$62 million in variable rate financing to support capacity expansions of the pipeline system and meet 
debt maturity obligations of $21 million. Consistent with its large capital expenditure program and to 
replace maturing long term obligations of approximately $70 million, Energy Distribution issued $200 
million of medium term notes and effectively converted (through the use of long term interest rate 
swaps) approximately $100 million of short term borrowings into medium term debt maturing in 
2002. To fund Corporate investment activities, the Corporation issued $155 million of variable rate 
financing and a $100 million medium term note. 

In 1996, IPL Energy’s operating segments issued $270 million under medium term note 
programs to finance capital expenditures and to meet debt maturities of $95 million, primarily in the 
Energy Distribution segment. During 1996, the Corporation also retired $70 million of fixed rate debt 
of the IPL (NW) System as a result of the Amending Agreement. The $152 million increase in variable 
rate financing primarily represented proceeds from the issue of commercial paper to finance the 
acquisition of the minority interest in Consumers Gas. 

Financing activities in 1995 reflected the implementation of a long term financing strategy 
related to the Corporation’s 1994 acquisition of Consumers Gas. Significant transactions complementing 
this strategy included the receipt of proceeds totaling $307 million on conversion of Convertible 
Debentures, the issuance of $312 million in long term fixed rate instruments and a $695 million 
reduction in the level of Corporate variable rate financing. The Energy Distribution segment issued 
$117 million of long term debt and met maturity obligations of $66 million. Energy Transportation 
issued $185 million under its medium term note program to retire approximately $109 million 
of commercial paper borrowings incurred in 1994 in conjunction with its capacity expansion program 
and to meet sinking fund requirements of $21 million. 

The number of outstanding common shares has grown from 41 million at the beginning 
of 1995 to approximately 74 million at the end of 1997. In addition to shares issued on conversion of 
the Convertible Debentures, the acquisition of the 15% minority interest in Consumers Gas and the 
shares issued to Noverco, the Corporation has raised approximately $250 million of equity during 
the three year period. Significant equity issues include a $111 million public offering in October 1996 
and a $125 million public offering in 1995. The Corporation's Dividend Reinvestment and Share 
Purchase Plan has also contributed over $80 million in additional equity since 1995. 

Dividends paid over the past three years have reflected a regular quarterly dividend on an 
increasing number of common shares. In August 1997, the quarterly dividend was increased to 
$0.545 per quarter from $0.515. In August 1996, the quarterly dividend was increased to $0.515 per 
quarter from $0.50. 


Financial Ratios 
IPL Energy’s key financial ratios continue to strengthen as the Corporation's business and 
financial strategies take hold. 


Key Financial Ratios 


1997 1996 1995 
Earnings coverage of interest 2.4x DENK 1.8x 
Dividend payout ratio 67.7% 69.8% 89.1% 
Debt to debt plus shareholders’ equity ' 67.7% 68.4% 69.1% 
Return on average shareholders’ equity 14.2% 15.0% 13.2% 


1 For purposes of this ratio, equity includes minority interest. 


The Corporation's debt management programs and improved earnings resulted in an interest 
coverage of 2.4 times in 1997, up from 2.3 times in 1996 and 1.8 times in 1995. The stronger earnings 
also resulted in the dividend payout ratio declining to 67.7% in 1997 from the 69.8% in 1996 and 
89.1% in 1995, despite dividend rate increases in the third quarters of 1997 and 1996. 
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The Corporation continued to strengthen its equity base in 1997 resulting in a reduced debt 
to debt plus shareholders’ equity ratio of 67.7% compared with 68.4% in 1996 and 69.1% in 1995. 
Largely as a result of the expanded equity base, the return on average shareholders’ equity declined 
to 14.2% in 1997 from 15.0% in 1996 despite the higher~1997 earnings. 

Credit reviews by the major bond rating agencies undertaken in 1997 resulted in an improved 
credit rating for the debentures of IPL Energy, while ratings for debentures issued by subsidiaries 
Consumers Gas and Interprovincial Pipe Line Inc. remained unchanged. 


Canadian Bond Rating 


Agency Ratings Interprovincial 

IPL Energy Pipe Line Consumers Gas 
Dominion Bond Rating Service A(mid)/Stable A(high)/Stable A(high)/Stable 
Canadian Bond Rating Service A/Stable A(high)/Stable A/Stable 


Financial Risk Exposure and Management 

By virtue of its business operations, the Corporation is exposed to movements in the 
U.S./Canadian dollar exchange rate, interest rates and the price of natural gas. In order to minimize 
this risk for both its ratepayers and shareholders, the Corporation utilizes a variety of hedging instru- 
ments to create an offsetting position to specific exposures. All of these instruments are employed 
in connection with an underlying asset, liability or anticipated transaction, and are not used for 
speculative purposes. In implementing its hedging programs, the Corporation has established formal 
analysis and execution procedures, which require the prior approval of either the Board of Directors 
or a committee of senior management. Ongoing monitoring and senior management reporting 
procedures with respect to the hedging programs have also been established. 


Foreign Exchange 

In 1997, the Corporation established a hedging program to eliminate a portion of the long 
term exposure relating to U.S. dollar denominated investments. At the end of 1997, the Corporation 
had hedged future earnings of approximately U.S.$30 million per annum and U.S.$100 million on 
the redemption of the Corporation's investment in Colombia, thereby mitigating potential currency 
exposures on the anticipated earnings streams from, and redemption of, these U.S. dollar investments. 


Interest Costs 
To hedge against the effect of future interest rate movements on its short term and long term 
borrowing requirements, the Corporation enters into various interest related hedging instruments. 


Natural Gas Prices 

Under the regulatory framework governing the Corporation's natural gas distribution operations, 
the Corporation hedges the cost of a portion of future natural gas supply requirements. At December 
31, 1997, approximately 15% of its forecast fiscal 1998 requirements, or 26.1 billion cubic feet, was 
hedged. As the cost of natural gas ultimately flows through to ratepayers in the form of regulated 
gas costs, the ratepayer realizes the results of this risk mitigation strategy. The regulator monitors the 
results of this hedging program. 

A detailed description and analysis of these transactions, including the duration, carrying 
amounts and current valuations are included in Note 12 to the Consolidated Financial Statements. 
At December 31, 1997, no material credit risk exposure existed as the Corporation was not party to 
any off balance sheet financial instruments in a significant receivable position. Additionally, there were 
no material gains or losses deferred in relation to any of the Corporation's off balance sheet hedges 
of anticipated transactions at December 31, 1997 and 1996. 
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Future Prospects 

IPL Energy anticipates continued earnings growth from its core operating segments in 1998. 

The recent increases in rate base and customer growth for the Energy Distribution business, combined 
with the benefit of additional capacity expansions for the Energy Transportation segment, and the full 
year impact of 1997 investments and acquisitions are expected to continue their positive contribution. 

With the transformation of the Corporation from a “rate regulated” entity into a diversified energy 
transporter and service provider in North America and internationally, the risk profile of the Corporation is 
undergoing changes. The entry into new non regulated businesses will require more “at risk” capital to 
be spent, however, higher returns can also be expected. Such project costs are deferred only if there 
is a reasonable certainty that the outcome of the project will benefit future periods. Otherwise, provisions 
are made against the project costs or such costs are expensed upon abandonment of the project. As well, 
provisions are made for potential liabilities, if any, resulting from claims against the Corporation arising 
in the normal course of business including contested income tax reassessments. The ultimate outcome 
of these items cannot be reasonably estimated at this time. However, in the opinion of management, 
exposures in excess of the provisions made, if any, would not be material. 

A major issue currently facing virtually all industries is known as the Year 2000 Computer Issue. 

In an attempt to save disk space, many computer systems and applications were originally programmed 
to ignore the first two digits of the year. This could cause many computer systems and applications 

to fail completely or to create erroneous results unless corrective measures are taken. The Corporation 
uses many computerized applications in its operational activities such as oil and gas flow control 
devices, as well as customer billing, collection and accounting. 

In order to address this issue, executive responsibilities for the Year 2000 project have been 
established in each of the business units. The mandate of these executives extends to all facets of the 
initiative and is not limited to computer hardware and software modifications. In addition, a Year 
2000 Corporate Advisory Group has been established at the IPL Energy level to oversee and assist in 
the resolution of obstacles to the success of the overall project. At the business unit levels, Year 2000 
Program Management Offices have been established to coordinate all project activities, including the 
establishment of various management committees to facilitate the identification and resolution of all 
risks associated with the project. 

The Corporation is utilizing both internal and external resources to identify, reprogram, and test 
all of its computer systems and applications for Year 2000 compliance. No material resource constraints 
have been encountered to date and none are anticipated for project completion. 

In addition, the Corporation has replaced, or is in the process of replacing, certain key financial 
and operating information systems. The replacement of these systems should address Year 2000 
readiness within the Corporation's internal information systems. 

Furthermore, the Corporation is identifying key third parties with which it undertakes transactions, 
both domestically and internationally, including suppliers, customers, creditors, lenders and financial 
service organizations. The Corporation intends to assess the Year 2000 readiness of such key third 
party contacts and, if required, develop appropriate contingency plans to deal with any that are not 
Year 2000 compliant on a timely basis. However, despite the Corporation’s best efforts, there can 
be no assurance that the systems of third parties with which the Corporation's systems interact will 
be Year 2000 compliant on a timely basis or that any such compliance failure would not have an 
adverse effect on the Corporation's operations or its financial results. 

The Corporation expects its Year 2000 readiness project to be completed on a timely basis. 
The financial impact of the project on the Corporation has not been and is not anticipated to be 
material to its financial position or results of operations. 

When used in this section, the words “anticipate”, “expect”, “project” and similar expressions 
are intended to identify forward looking statements. Such statements are subject to certain risks, 
uncertainties and assumptions pertaining to operating performance, regulatory parameters, weather, 
economic conditions, etc. Should one or more of these risks or uncertainties materialize, or should 
underlying assumptions prove incorrect, actual results may vary significantly from those expected. 
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Liquids Pipelines 


Energy Transportation 

Over the two years ending December 31, 1997, the 
Corporation has completed one major expansion of the main 
Canadiar/U.S. pipeline system (SEP I) and is currently construct- 
ing a second expansion (SEP Il). The first expansion, which 
increased capacity of the main Canadian/U.S. pipeline by 
120,000 barrels per day, was completed in late 1996. This project 
was complemented by the construction of a link between the 
Producers and Portal systems in order to increase overall utiliza- 
tion. Construction of the second expansion is estimated to total 
$140 million in Canada, and is anticipated to increase main line 
system capacity by a further 120,000 barrels per day. 

The resulting increases in throughput are anticipated 
to benefit the Corporation’s pipeline systems in 1998 and 
beyond. Under the new Incentive Tolling Agreement, IPL System 


Interprovincial Pipe Line Inc. / Lakehead Pipe Line Partners, L.P. ; ; me: ae. 
Interprovincial Pipe Line (NW) Ltd. earnings will remain sensitive in 1998 to maximizing system 
ees epee Inc. utilization and achieving operating cost efficiencies. 

ortal Pipe Line Compan F : 
eee ae Line anes Future contributions from the Lakehead System are 


Frontier Pipeline Company expected to remain comparable for 1998 with the construction 


EE Rose Pipe tine Ine.; proposed of SEP Il. Thereafter, the Lakehead System should benefit from 


the completion of the system expansion programs. However, 
given the level of ownership in this system, the effect of higher pipeline capacity should not be material 
to the Corporation. 

The Amending Agreement related to the IPL (NW) System still remains subject to formal 
approval from the NEB. Assuming no significant changes to the Agreement, earnings from this system 
in 1998 are expected to be comparable with 1997 results. 

Feeder Pipelines’ earnings are expected to remain at 1997 levels as no significant expansions 
of these systems are planned. Earnings from International are expected to increase due to the full 
year impact of project completion in Colombia. 

Energy Transportation's 1998 results are also anticipated to benefit from the Corporation's 
investments in the following projects: 


Line 9 Reversal 

The portion of the IPL System known as Line 9 comprises 517 miles of 30 inch pipeline 
extending from Sarnia to Montreal. The Corporation and four refiners are developing a project to 
reverse the direction of flow of Line 9 so that crude oil imported into Canada through the facilities of 
Portland Pipe Line Corporation and Montreal Pipe Line Limited can be transported in an east to west 
direction from Montreal to major refining centres in Ontario. At the commencement of operations, 
the Corporation anticipates having invested $90 million in the project. Capacity of the line is expected 
to increase from 160,000 barrels per day initially to 240,000 barrels in 1999. 

On December 18, 1997, the NEB approved construction of facilities for the project, as well 
as the tolling methodology, which the Corporation, the refiners and the Canadian Association of 
Petroleum Producers agreed would be applicable to Line 9. The project is expected to be completed in 
the second half of 1998. 


Wild Rose Pipeline 
The proposed Wild Rose Pipeline is a 340 mile pipeline starting near Fort McMurray and extending 


to Hardisty, Alberta. The 30 inch pipeline, to be wholly owned by IPL Energy, is estimated to cost 
$375 million with completion targeted for late 1998. The pipeline is expected to have a capacity of 
500,000 barrels per day and will initially be operated by Suncor Energy Inc. On August 15, 1997, 
Wild Rose Pipe Line Inc., a wholly owned subsidiary of IPL Energy, filed an amended application with 
the Alberta Energy Utilities Board for approval of the project. The application is still before the Board. 


Gas Transmission 


Alliance Pipeline Project, proposed 


Vector Pipeline Project, proposed 


Millennium Pipeline Project, proposed 


Terrace 

In December 1997, the Corporation filed an application 
with the NEB for the first phase of a system expansion pro- 
gram referred to as the Terrace Expansion. The first phase is 
estimated to cost approximately $640 million in Canada, with 
a further U.S. $138 million to be spent by the Partnership in 
the United States. The expansion will provide the capability 
to transport a further 270,000 barrels per day of heavy crude 
oil. After allowing for anticipated light oil production declines, 
total system delivery would increase by 160,000 barrels per 
day. The expansion was developed in consultation with an 
industry task force and is designed to accommodate the 
significant growth of heavy crude oil and oil sands production 
announced in 1997. Construction consists of 36 inch diameter 
pipe along with associated pump stations in both Canada and 
the United States. 


Alliance Pipeline 
Alliance Pipeline is a proposed $3.6 billion natural gas pipeline extending 1,900 miles from Fort 
St. John, British Columbia, to Chicago which is expected to be completed by late 1999. During 1997, 
IPL Energy increased its interest in the project from 11% to 21%. 
Regulatory filings were completed for both the Canadian and U.S. portions of the project. 
On July 30, 1997, the FERC granted preliminary approval on the U.S. portion of the line subject to 
environmental review. The NEB hearing commenced in November 1997 and will continue into 1998. 


Vector Pipeline 

Vector is an IPL Energy sponsored proposal for a U.S.$546 million pipeline that will extend 
344 miles from Chicago to Dawn, Ontario. At Chicago, Vector will connect with the proposed Alliance 
Pipeline, and other natural gas transmission systems, all providing a transportation link for Western 
Canadian supplies. On September 30, 1997, Vector Pipeline successfully concluded its “Open Season” 
with Precedent Agreements tendered by shippers for capacity well in excess of the target of one billion 
cubic feet per day. An application to the FERC for the U.S. facilities has been filed, with a subsequent 
companion filing with the NEB for the Canadian facilities to be filed in the first quarter of 1998. 
The line is projected to be in service in November 1999. The Corporation expects to hold an approxi- 
mate 35% interest in the project. 


Millennium Pipeline 

IPL Energy intends to swap a portion of its interest in the Vector Pipeline with Columbia Gas 
Transmission Corporation of Fairfax, Virginia, in order to obtain an interest in the proposed 
Millennium Pipeline. The amounts of the interest are being finalized. The U.S.$650 million Millennium 
Pipeline would extend 380 miles from the middle of Lake Erie to a point near New York City. 
Millennium would be connected to the growing natural gas distribution/storage hub at Dawn by a 
separate pipeline proposal, thereby providing the pipeline with the ability to transport Western 
Canadian and U.S. Midwest natural gas received at Dawn to New York or other Eastern U.S. markets. 


Tidal Energy Marketing Inc. 

Tidal Energy Marketing Inc., an equally owned venture with Gulf Canada Resources Limited, 
is expected to begin operations in early 1998, and will be the largest independent crude oil and liquids 
marketer currently in Canada. The venture combines Gulf’s expertise as a wholesale marketer of 
liquids with IPL Energy's knowledge of transportation and storage systems. Initially, the venture 
expects to market in excess of 250,000 barrels per day and be ideally positioned to offer producers 
unique marketing services to gain a competitive advantage in North American markets. 
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Energy Distribution 


Energy Distribution 
For Consumers Gas’ 1998 fiscal year, the OEB has 
approved a rate of return of 10.3% on a deemed 35% equity 
component and a rate base of $3,059 million, representing 
an 8% growth from the 1997 approved rate base. For 1998, 
contributions from Consumers Gas could be lower than 1997 
levels as the lower allowed equity return is not anticipated 
to be fully offset by customer additions and rate base growth. 
Since customers are billed on a volume basis, the 
Corporation's ability to recover its total revenue requirement 
(i.e., the cost of providing service) depends on achieving the 
forecast distribution volumes established in the ratemaking 
process. Weather during the year has a significant effect on 
sales to the higher margin residential and commercial markets 
TRS IeasuiiesiGse Company tid: awnieh account for Boma Ay two-thirds of total distribu- 
Noverco Inc. tion volumes) as the majority of gas distributed to these markets 
Consumers Gas Energy Inc., proposed Nova Scotia distribution rights is ultimately used for space heating. Sales to large volume 
Consumers Gas Energy Inc., proposed New Brunswick distribution rights ah ga A 4 
commercial, industrial and transportation customers are more 
susceptible to prevailing economic conditions, including the 

pricing of competitive energy sources for those customers with the ability to switch to alternate fuels. 

Customer additions are important to all market sectors as expansion adds to the overall consumption 

of natural gas. 


Unbundling 

The environment in which Consumers Gas conducts its business is changing rapidly and pervasively. 
The most advanced example of the change is the gas marketing component of the traditional natural 
gas distribution business in which the distribution utility has supplied natural gas to its entire customer 
base. In 1997, gas supplied by Consumers Gas was approximately 38% of the gas supplied to its 
customer base, while transportation service deliveries accounted for 20% and the remaining 42% 
was purchased directly by customers or supplied by independent brokers or marketers. Consumers 
Gas performs distribution and billing services for these brokers and marketers. 

Most of the recent changes in the regulatory business environment deal with the broader 
concept of “unbundling” which is emerging in North America. “Unbundling” involves the removal 
from the utility of business activities which are subject to open market competition. Consumers Gas 
currently conducts a number of such business activities. In its most recent application to the OEB 
for the establishment of fiscal 1999 rates, Consumers Gas filed its proposed plans to transfer certain 
of these businesses and related activities and assets to one or more affiliates. The historical unrecorded 
deferred income taxes which relate to these “unbundled” activities will also remain subject to 
regulatory determination. 

The plan includes the potential for the transfer of certain customer information systems to an 
affiliate effective as of, or prior to, October 1, 1998. Some of these systems are in the process of 
being developed. The Corporation is monitoring and evaluating the completion cost of these systems 
including their functionality beyond the needs of core utility operations, particularly in relation to their 
viability in the evolving non regulated, competitive business environment. If found commercially not 
viable, the systems’ functionality could be reduced or modified, potentially resulting in additional costs 
or expensing of non functional components. The Corporation is also requesting approval for transac- 
tions between Consumers Gas and the affiliate for billing and related customer services to be provid- 
ed by the affiliate to Consumers Gas and, in addition, for management and administrative services to 
be provided by Consumers Gas to the affiliate. 
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The unbundling would provide an opportunity for non core business activities to grow outside 
of regulation. The scope of this unbundling has yet to be determined but is expected to follow along 
the same lines as another major gas distribution company in Ontario, which recently applied to the 
OEB to unbundle its appliance rentals, sales, financing, and service programs by transferring them to 
an unregulated affiliate. Regardless of the extent to which Consumers Gas is ultimately unbundled, 
it may face competition in the near future from large domestic and foreign based competitors. 

Incentive regulation, which the OEB recommended as part of the “Advisory Report to the 
Minister of Energy, Science and Technology” as one of the amendments to the Ontario Energy Board 
Act, may also accompany unbundling. Consumers Gas, in its current application, has applied for an 
incentive mechanism in relation to the Operation and Maintenance component of its cost of service 
which would, if approved, be effective during the 2000 through 2002 fiscal years. A move to incentive 
regulation should have favourable implications for Consumers Gas, by providing the opportunity 
to reduce regulatory costs and by providing the potential of additional earnings through the 
application of incentive mechanisms. 


Noverco 

Through its equity investment in Noverco, IPL Energy becomes a partner with Hydro-Québec 
and Gaz de France (the other principal shareholders of Noverco) in gas distribution systems in Quebec 
and the United States, as well as in the development and operation of gas pipelines serving Quebec 
and Vermont. Additionally, IPL Energy will continue to earn annual dividends on its Noverco preferred 
share investment at a rate 445 basis points above the 10 year Canadian Government Bond yield. 
Noverco’'s contribution to the consolidated results will improve in 1998 due to the full year impact 
of the investment in Preference Shares. 


Cornwall Electric 

The City of Cornwall has agreed, subject to approvals, to sell Cornwall Electric to IPL Energy 
for $68 million. Cornwall Electric, which serves 25,000 residential and business customers in 
Cornwall, Ontario, and the surrounding area, represents an opportunity for IPL Energy to expand 
beyond natural gas distribution into other complementary services by entering the electricity distribution 
business. The transaction is expected to close in early 1998. 


Consumersfirst 

In April 1997, Consumersfirst Ltd., a wholly owned subsidiary, was launched to spearhead 
IPL Energy’s entry into the unregulated retail energy services market in Ontario. The initial focus 
of Consumersfirst is to provide natural gas brokerage services to customers in Ontario with plans 
to deliver integrated energy products and services and satisfy customer demand for service, 
convenience and innovation. 

The plans for Consumersfirst include expanding its products and services across Ontario and 
in selected locations in North America. In November 1997, Consumersfirst opened the first of five 
planned retail natural gas appliance stores in British Columbia. 


Gas Distribution 

In March 1997, IPL Energy and Nova Scotia Power Inc. announced that they will jointly seek natural 
gas distribution rights for Sable Island gas in Nova Scotia. The companies plan to apply for the rights to 
distribute natural gas in Nova Scotia during 1998, utilizing the regulatory process established by the 
Government of Nova Scotia. Similar prospects in the Province of New Brunswick are also being pursued. 


Corporate 

The Corporate segment reflects other investing and financing activities undertaken by IPL Energy 
and costs associated with financing non regulated activities. Results of this segment are primarily 
sensitive to the level of debt balances and to interest rate fluctuations on the variable rate component. 
In 1998, net costs of the Corporate segment are expected to be comparable with 1997 levels. Based 
on the variable rate debt levels at December 31, 1997, a 1% fluctuation in interest rates would affect 
this segments results by approximately $3 million. 


Management’s Report To the Shareholders of IPL Energy Inc. 


Management is responsible for the accompanying consolidated financial statements and all 
other information in this Annual Report. The consolidated financial statements have been prepared in 
accordance with Canadian generally accepted accounting principles and necessarily include amounts 
that reflect management's judgement and best estimates. Financial information contained elsewhere 
in this Annual Report is consistent with the consolidated financial statements. 

Management has established systems of internal control that provide reasonable assurance 
that assets are safeguarded from loss or unauthorized use and produce reliable accounting records 
for the preparation of financial information. The internal control system includes an internal audit 
function and an established code of business conduct. 

The Board of Directors and its committees are responsible for all aspects related to governance 
of the Corporation. The Audit, Finance & Risk Committee of the Board, composed of directors who are 
not officers or employees of the Corporation, has a specific responsibility for ensuring that management 
fulfills its responsibilities for financial reporting and internal controls related thereto. The Committee 
meets with management, internal auditors and independent auditors to review the consolidated financial 
statements and the internal controls as they relate to financial reporting. The Audit, Finance & Risk 
Committee reports its findings to the Board for its consideration in approving the consolidated financial 
statements for issuance to the shareholders. 

Price Waterhouse, appointed by the shareholders as the Corporation's independent auditors, 
conducts an examination of the consolidated financial statements in accordance with generally 
accepted auditing standards. 


B. F. MacNeill D. P. Truswell 
President & Chief Executive Officer Senior Vice President & Chief Financial Officer 
Auditors’ Report To the Shareholders of IPL Energy Inc. 


We have audited the consolidated statements of financial position of IPL Energy Inc. as at 
December 31, 1997 and 1996 and the consolidated statements of earnings, retained earnings and 
cash flows for each of the years in the three year period ended December 31, 1997. These financial 
statements are the responsibility of the Corporation's management. Our responsibility is to express 
an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance whether 
the financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, 
as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, 
the financial position of the Corporation as at December 31, 1997 and 1996 and the results of 
its operations and the changes in its financial position for each of the years in the three year period 
ended December 31, 1997 in accordance with Canadian generally accepted accounting principles. 
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Calgary, Alberta, Canada Chartered Accountants 
January 16, 1998 


Consolidated Statement of Earnings 


(Canadian dollars in millions, except per share amounts) 


Year ended December 31, 


Operating Revenue 
Gas sales 
Transportation 
Other 


Expenses 
Gas costs 
Operating and administrative 
Depreciation 


Operating Income 

Investment and Other Income (Note 3) 
Interest Expense (Note 4) 

Earnings Before Undernoted 

Income Taxes (Note 5) 


Minority Interest (Note 7) 
Earnings 


1997 


eOSeo 
SEV /ne 
218.8 
2,520.0 


1,036.4 
638.4 
274.0 

1,948.8 
Sle 

76.5 
(276.1) 
371.6 
(154.3) 
217es 
Zils 

3115 


1996 


1,749.8 
516.1 
192.0 

2,457.9 


1,064.3 
5/63 
235/20 

Sve. 
580.3 

Bile 
(27133) 
340.7 
(138.3) 
202.4 

(224) 
180.3 


1995 


1,694.4 
477.9 
15O'5 

Hk PSS 


T2320 
515.8 
22 eo 

1,860.3 
462.5 

Bom 
(281.8) 
219.8 

(74.4) 
145.4 
(15.0) 
130.4 


Earnings Per Share (Note 10) 


Consolidated Statement of Retained Earnings 


(Canadian dollars in millions, except per share amounts) 


Year ended December 31, 


Retained Earnings at Beginning of Year 
Earnings 

Dividends 

Retained Earnings at End of Year 


1997 


266.5 
217.3 
(147.1) 
336.7 
2.12 


2.90 


1996 


le 
180.3 
(125.9) 
266.5 
2108 


2230) 


isos 


198.0 
130.4 
(116.3) 
Zale 
2.00 


Dividends Per Share 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 


Consolidated Statement of Cash Flows 


(Canadian dollars in millions) 


Year ended December 31, 


Cash Provided from Operating Activities 

Earnings 

Charges (credits) not affecting cash: 
Depreciation 
Deferred income taxes 
Minority interest 
Other 

Changes in working capital: 
Accounts receivable and other 
Gas in storage 
Short term borrowings 
Accounts payable and other 
Interest payable 


Investing Activities 
Short term investments, net 
Long term investments (Note 6) 
Acquisition of subsidiaries and joint ventures (Note 7) 
Additions to property, plant and equipment 
Other 


Financing Activities 
Variable rate financing, net 
Fixed rate financing, net 
Minority interest 
Capital stock 
Dividends 


Increase (Decrease) in Cash 
Cash at Beginning of Year 
Cash at End of Year 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 


1997 


(434.8) 
(3.6) 
(651.4) 
(11.3) 
(1,101.1) 


178.6 
Dos 
315.6 
(147.1) 
706.6 
SYA) 
13.8 
Biles 


1996 


Sis: 


1995 


f. , 
Ned 
re, 


Consolidated Statement of Financial Position 


(Canadian dollars in millions) 


December 31, 1997 1996 
Assets 

Current Assets 

Cash Sirs 13.8 

Accounts receivable and other 436.6 361.1 

Gas in storage 309.9 279M 

797.8 654.0 

Long Term Investments (Note 6) S/S! i ean 

Deferred Charges and Other 142.1 172370 

Property, Plant and Equipment, Net (Note 8) 5,215.0 4,807.0 

6,672.2 5 7 6ilel 


Liabilities and Shareholders’ Equity 
Current Liabilities 


Short term borrowings 398.8 446.8 
Accounts payable and other 493.3 400.4 
Interest payable 70.9 65.7 
Current portion of long term liabilities 409.4 92.1 
1,372.4 1,005.0 
Long Term Debt (Note 9) 3,166.4 2,939.0 
Deferred Credits 59.8 A/S 
Deferred Income Taxes 374.2 373.6 
Commitments and Contingencies (Note 15) 
4,972.8 4,365.1 
Shareholders’ Equity 
Capital stock (Note 10) 
Issued — 74,164,000 common shares 
(1996 — 67,490,000) 1,441.8 lZG2 
Retained earnings 336.7 266.5 
Foreign currency translation adjustment 12.9 33 
Reciprocal shareholding (Note 6) (92.0) - 
1,699.4 1,396.0 
6,672.2 5) Gina 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 


Approved by the Board: 


Director Director 
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Notes to the 1997 Consolidated Financial Statements 


‘(Canadian dollars in millions, except per share amounts) 


1. Summary of Significant 
Accounting Policies 


The Corporation's primary business activities are the transportation and distribution of energy. 
Energy Transportation includes the movement of crude oil and other hydrocarbons by pipeline 
through the ownership and/or operation of various pipeline systems located in Canada, the United 
States and Colombia. Energy Distribution consists primarily of the distribution of natural gas and 
related retail energy services, and is conducted mainly through utility operations serving south 
central and eastern Ontario. 

The consolidated financial statements of the Corporation are prepared in accordance with 
Canadian generally accepted accounting principles and conform in all material respects with the 
historical cost accounting standards of the International Accounting Standards Committee. 

The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts 
of assets, liabilities, revenues, expenses and related disclosures. 


Basis of Presentation 
The consolidated financial statements include the accounts of the Corporation, its subsidiaries 
and the proportionate share of the accounts of its joint ventures. Investments in entities which are 
not subsidiaries or joint ventures, but over which the Corporation exercises significant influence, 
are accounted for using the equity method. Other investments are accounted for on the cost basis. 
The Corporation’s Energy Distribution business is conducted primarily through a wholly owned 
subsidiary, The Consumers’ Gas Company Ltd. The Corporation consolidates the September 30 fiscal 
year results of Consumers Gas on a quarter lag basis, which reflects the results of Consumers Gas 
operations in accordance with its regulatory, tax and operating cycles. Accordingly, references to 
“December 31” reflect the financial position of Consumers Gas as at September 30, and references 
to the “year ended December 31” include the results of Consumers Gas for its fiscal year ended 
September 30. 


Regulation 

The Corporation's primary business activities are subject to regulation by various authorities, 
including the National Energy Board (NEB) for Canadian Energy Transportation operations, the Federal 
Energy Regulatory Commission (FERC) for U.S. Energy Transportation operations, and the Ontario 
Energy Board (OEB) for the Energy Distribution segment. These and other regulatory authorities exercise 
statutory authority over various matters such as construction, rates and underlying accounting prac- 
tices, and ratemaking agreements with shippers. In order to achieve proper matching of revenues and 
expenses, the Corporation follows accounting practices prescribed by the regulators or stipulated in 
approved ratemaking agreements. Accordingly, the timing of recognition of certain revenues and 
expenses in these operations may differ from that otherwise expected under generally accepted 
accounting principles applicable to non regulated operations. 


Foreign Currency Translation 

The Corporation's functional currency for its foreign activities is the U.S. dollar. Associated 
operating activities are self sustaining and are translated into Canadian dollars using the current rate 
method. Assets and liabilities are translated into Canadian dollars at rates of exchange in effect at the 
date of the consolidated statement of financial position. Revenue and expense items are translated 
at exchange rates prevailing during the year. Gains and losses resulting from these translation adjust- 
ments are deferred as a separate component of shareholders’ equity until there is a realized reduction 


of the foreign investment. 
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The Corporation's foreign investing and financing activities are integrated and are translated 
into Canadian dollars using the temporal method. Monetary assets and liabilities are translated at 
rates of exchange in effect at the date of the consolidated statement of financial position. Non monetary 
assets and liabilities are translated at historical rates of exchange. Income and expense items are 
translated at exchange rates prevailing during the year, except for items relating to non monetary 
assets and liabilities which are translated at the applicable historical rates of exchange. Gains and losses 
resulting from these translation adjustments are included in earnings. 


Revenue Recognition 

Revenue derived from the transportation of crude oil and other liquid hydrocarbons is recog- 
nized primarily upon delivery. Revenue from the distribution of natural gas is recorded when billed, 
on the basis of meter readings or estimates made each month, and is adjusted for unbilled revenue 
in accordance with the underlying rate design. 


Income Taxes 

The Corporation recovers income tax expense based on the taxes payable method when 
prescribed by the regulators for ratemaking purposes or when stipulated in ratemaking agreements. 
Under this method, no provision is made for income taxes deferred as a result of timing differences 
in the recognition of revenues and expenses for income tax and financial statement purposes. 
This method is followed for accounting purposes as there is reasonable expectation that all such taxes 
will be recovered through rates when they become payable. In all other instances, the tax allocation 
method of accounting is followed. 


Cash 
Cash includes short term deposits, which are all highly marketable securities with a maturity 
of three months or less when purchased. Short term deposits are held to maturity and valued at cost. 


Gas in Storage 

Supplies of natural gas are costed into inventory at prices as approved by the OEB in the 
determination of customer sales rates. The actual cost of gas purchased includes the effect of any 
natural gas price risk management activities. The difference between the approved price and the 
actual cost of the gas purchased is deferred for future disposition as approved by the OEB. 


Deferred Charges 

Deferred charges related to projects which may benefit future periods are capitalized upon 
completion and amortized over the life of the project, or expensed upon abandonment of the project. 
Deferred financing charges are amortized on the straight line basis over the life of the related debt. 
Unamortized financing charges related to refinanced debt, together with the costs of issuing replace- 
ment debt, are deferred and amortized over the life of the replacement issues. 


Property, Plant and Equipment 
Expenditures for system expansion and major renewals and betterments are capitalized; 
maintenance and repair costs are expensed as incurred. Regulated operations in Canada follow 
the practice of capitalizing, at rates authorized by the regulatory authorities, an allowance for interest 
during construction. When prescribed by the regulator, Canadian Energy Transportation operations 
also capitalize an allowance for equity funds used during construction, at authorized rates. 
Contributions in aid of construction of Energy Distribution assets are deducted from the cost 
of acquiring property, plant and equipment, with subsequent depreciation calculated on the net cost. 


2. Segmented Information 


Depreciation 

Depreciation of property, plant and equipment is provided on the straight line basis over their 
estimated service lives. When property, plant and equipment are retired or otherwise disposed of, 
the cost less net proceeds is charged to accumulated depreciation. For unusual disposals, the gain 
or loss arising on disposition is included in earnings. 

A provision for Energy Distribution future removal and site restoration costs is recorded 
against, and recovered through, depreciation at rates approved by the OEB. Actual costs incurred are 
charged to accumulated depreciation. Similar costs are not recovered through tolls for Energy 
Transportation activities as regulatory approval has not been sought and the recovery method and 
timing have not been determined. No provision has been made for future pipeline removal and site 
restoration costs since it is expected that these costs will be recovered through pipeline tolls. 


Off Balance Sheet Financial Instruments 

Gains and losses on financial instruments used to hedge the Corporation's self sustaining 
investment in Colombia are deferred and included in the cumulative translation adjustment. 
Amounts received or paid under financial instruments used to hedge earnings from U.S. dollar 
denominated operations are recognized concurrently with the hedged earnings. Amounts received 
or paid under financial instruments used to hedge purchases of natural gas are recognized as part 
of the cost of the underlying purchases. For other off balance sheet financial instruments, amounts 
received or paid, including deferred gains and losses realized upon settlement, are recognized over 
the life of the underlying hedged items. 


Postretirement Benefits 

Pension costs and obligations for Energy Transportation's defined benefit pension plans are 
determined using the projected benefit method and are charged to earnings as services are rendered. 
For the segment's defined contribution plan, contributions made by the Corporation are expensed 
as pension costs. For Energy Distribution, only contributions made to the defined benefit pension plan 
are expensed as pension costs, consistent with the ratemaking process. 

The Corporation also provides postretirement benefits other than pensions, including group 
health care and life insurance benefits for eligible retirees, their spouses and qualified dependants. 
For Canadian Energy Transportation and Distribution operations, these costs are charged to earnings 
as incurred. For U.S. operations, the cost of such benefits is accrued during the years the employees 
render service. 


Comparative Amounts 
Certain comparative amounts are reclassified to conform with the current year’s financial 


statement presentation. 


Energy Transportation 

The Corporation's main crude oil pipeline system is the primary transporter of Western 
Canadian crude oil production. The system extends across the Canadian prairies to the major refining 
centres in the Great Lakes region of the United States and continues into Ontario and Quebec. 
The Canadian portion of the system is owned and operated by a wholly owned subsidiary; the U.S. 
portion is operated and 16.6% owned by a wholly owned U.S. subsidiary through a Master Limited 
Partnership. The Corporation also owns feeder pipeline systems in North America through wholly 
owned subsidiaries. This segment also reflects the Corporation's long term investment in a crude 
oil pipeline project in Colombia for which the Corporation also acts as an operator. The costs of 
investigation, evaluation and development of new energy transportation projects are also included 


in this segment. 
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Energy Distribution 

The Energy Distribution segment consists largely of utility operations which serve over 1.4 million 
residential, commercial, industrial and other customers, primarily in south central and eastern Ontario. 
Contributions from the Corporation's strategic investment in Noverco Inc. (Note 6), as well as revenue 
and expenses associated with emerging energy services, are included in the results of this business 
segment. The segment also includes costs of investigation, evaluation and development of new energy 
distribution projects. 


Corporate 
The Corporate segment reflects other investing and financing activities including general 
corporate investments and costs associated with financing non regulated activities. 


Business Segments 


Energy Energy 
Year ended December 31, 1997 Transportation Distribution Corporate Total 
Operating revenue 
Gas sales - POS29 - 17.6309 
Transportation 511.4 XS) - eis} 
Other 6.7 Zale ~ 218.8 
518.1 2,001.9 - 2,520.0 
Expenses 
Gas costs - 1,036.4 - 1,036.4 
Operating and administrative 246.4 386.7 eS 638.4 
Depreciation 85.8 186.0 2eZ, 274.0 
B3222 1,609.1 UD 1,948.8 
Operating income (loss) S529 392.8 (7.5) Diile2 
Investment and other income 58.1 11.6 6.8 76.5 
Interest expense (66.6) (164.1) (45.4) (276.1) 
Earnings (loss) before undernoted 177.4 240.3 (46.1) 371.6 
Income taxes (54.9) (116.1) 16.7 (154.3) 
Earnings (loss) (2255 124.2 (29.4) 27/8) 
Earnings (loss) per share 1.78 1.80 (0.43) Sa15 
Capital expenditures 214.8 416.4 20.2 651.4 
December 31, 1997 
Total assets 2,109.9 4,424.0 138.3 6,672.2 


Investments accounted for 


by the equity method 103.3 58.8 Ji 174.2 


Year ended December 31, 1996 


Operating revenue 
Gas sales 
Transportation 
Other 


Expenses 
Gas costs 
Operating and administrative 
Depreciation 


Operating income (loss) 
Investment and other income 
Interest expense 

Earnings (loss) before undernoted 
Income taxes 


Minority interest 


Earnings (loss) 
Earnings (loss) per share 
Capital expenditures 


December 31, 1996 


Total assets 
Investments accounted for 
by the equity method 


Energy 
Transportation 


Energy 
Distribution 


1,749.8 
lea 
186.3 
1,949.2 


1,064.3 
345.5 
146.6 

1,556.4 
39253 

4.4 
(158.7) 
238.5 
(104.6) 
(2251) 
111.8 
eg 
BO289 


3,869.2 


Corporate 


Total 


29 
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3. Investment and Other 
Income 


Year ended December 31, 1995 


Operating revenue 
Gas sales 
Transportation 
Other 


Expenses 
Gas costs 
Operating and administrative 
Depreciation 


Operating income 

Investment and other income 
Interest expense 

Earnings (loss) before undernoted 
Income taxes 

Minority interest 

Earnings (loss) 

Earnings (loss) per share 

Capital expenditures 


December 31, 1995 


Total assets 
Investments accounted for 
by the equity method 


Year ended December 31, 


Long term investments 
Short term investments 


Allowance for equity funds used during construction 


Other 


Energy 
Transportation 


464.9 
Dal, 
467.6 


199.6 

89.0 
288.6 
179.0 


1,611.0 


34.3 


Energy 
Distribution 


1,694.4 
BO 
147.8 
3557 


IZA 
317.4 
131.4 

pail as: 
283.4 

2.4 
(149.8) 
136.0 
(45.5) 
(15.0) 
15.5 
Ish) 
345.4 


3,475.6 


Corporate 


Total 


1,694.4 
477.9 
150.5 

Dp 2 228 


1512320 
515.8 
UNS 

1,860.3 
462.5 

338), 
(281.8) 
219.8 

(74.4) 

(15.0) 
130.4 
2.30 
428.7 


SWAO. 


5y/A0 


1995 


Pi lee 
6.2 
ne) 

OR 

39.1 


4. Interest Expense 


5. Income Taxes 


Year ended December 31, 1997 1996 1995 
Long term debt DYD 3) 265.8 2692. 
Short term borrowings 9.8 14.7 19.4 
Capitalized (9.0) (9.2) (6.8) 

276.1 271.3 281.8 


The weighted average interest rate on short term borrowings (which primarily finance gas 
in storage and other working capital items) at December 31, 1997, including the effect of hedging 
instruments, was 4.2% (1996 — 5.1%; 1995 —- 6.6%). 


The geographic components of pretax earnings and income taxes were as follows: 


Year ended December 31, 1997 1996 1995 


Earnings before income taxes and minority interest 


Canada 279.2 278.2 WS} 
United States 69.9 Si 42.6 
Other DDJ5 ines 5.9 
371.6 340.7 219.8 

Current income taxes 
Canada 134.9 97.0 58.2 
United States 18.1 27.9 30.8 
Other 1.4) 0.8 0.3 
154.4 2537 89.3 

Deferred income taxes 
Canada (5.0) 22a (0.9) 
United States 4.9 (9.5) (14.0) 
(0.1) WAG (14.9) 
Income Taxes 154.3 138.3 74.4 


Deferred income taxes have arisen as a result of the following Items: 


Year ended December 31, 1997 1996 1995 
Timing of recognition of regulatory deferral accounts - 28.7 ~ 
Transfer of U.S. pipeline business 

to Master Limited Partnership 2.3} (8.2) Cli5a7) 
Other (2.4) (7.9) 0.8 
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Accumulated deferred income taxes which have not been recorded in the accounts amounted 
to $486.6 million at December 31, 1997 (1996 — $466.4 million). Had the deferred method of tax 
allocation been prescribed by the regulatory authorities for ratemaking purposes, such amounts 
would have been recorded and recovered in rates to date. 

The income tax provision differs from the amount that would have been expected using 
the combined Canadian federal and provincial statutory income tax rate. The difference results from 
the items shown in the following table: 


Year ended December 31, 1997 1996 1995 
Earnings before income taxes and minority interest 371.6 340.7 219.8 
Statutory income tax rate 44.6% 44.6% 44.6% 
Income taxes at statutory rate (I@S.7/ 152.0 98.0 


Increase (decrease) resulting from: 
Non provision of deferred income taxes 


on regulated operations (20.2) (18.4) (38.6) 
Non deductible items, net 15.0 10.9 OES! 
Lower effective foreign tax rates (i725) (9.9) (6.3) 
Income taxes recoverable from customers - (6.9) - 
Large Corporations Tax in excess of surtax 75 8.1 8.0 
Other 3.8 P25) 3.0 
Income taxes 154.3 138.3 744 
Effective income tax rate 41.5% 40.6% 33.8% 
6. Long Term Investments December. ee 997 
Noverco Inc. 

Preference shares 181.4 = 
Common shares 150.8 = 
Reciprocal shareholding (92.0) - 
240.2 - 
Colombia Pipeline Project 161.7 101.9 
U.S. Master Limited Partnership 59.8 33.9 
Other 55.6 41.3 
Ses AEN 

Noverco Inc. 


On August 27, 1997, the Corporation purchased Noverco preference shares for $181.4 million 
and 32% of Noverco’s common shares for $151.0 million. Noverco is a holding company which has, 
as its principal asset, an 80% interest in Gaz Métropolitain and Company, Limited Partnership, which 
is engaged in natural gas distribution in Quebec and Vermont, and which also holds a 50% interest 
in Trans Quebec & Maritimes Pipeline Inc., which owns and operates a pipeline transporting natural 
gas in Quebec. 


The Corporation also sold six million of its common shares to Noverco for total proceeds 
of $287.1 million. As a result of the reciprocal shareholdings, the Corporation has a pro rata interest 
of 2.59% in its own shares. Accordingly, both the investment in Noverco and shareholders’ equity 
have been reduced by the reciprocal shareholding of $92.0 million. This acquisition was financed by 
a combination of debt and the related equity issued to Noverco. Noverco also acquired a warrant 
to purchase from the Corporation 1.5 million additional IPL Energy common shares on June 30, 1998 
at a price of $51.00 per share. 

The investment in common shares of Noverco is accounted for on the equity basis while the 
investment in preference shares is accounted for at cost. The investment in the common shares of 
Noverco includes $131.3 million representing the unamortized excess of the purchase price over the 
net book value of those shares at the date of acquisition. For equity accounting purposes the excess 
was allocated to property, plant and equipment, on the basis of estimated fair values, and is being 
amortized over the economic life of such assets. The preference shares, which are non voting and 
redeemable on July 2, 2031, entitle the Corporation to a cumulative dividend based on the yield of 
10 year Government of Canada bonds plus 4.45%. In 1997, earnings from Noverco amounted to 
$6.9 million. At December 31, 1997, the carrying value of the investment in Noverco common shares 
includes unremitted equity earnings of $0.5 million. 


Colombia Pipeline Project 

Pursuant to an agreement with a consortium of crude oil producers/shippers, the Corporation 
has made a long term investment in a pipeline project in Colombia. From time to time, the Corporation 
was required to provide further funds upon the call of the parties to the agreement. During 1997, 
the Corporation invested U.S.$38.7 million in the project (1996 — U.S.$47.0 million; 1995 — U.S.$13.2 
million). At December 31, 1997, the Corporation had no remaining commitment to provide further 
funds. Under a separate agreement, the Corporation acts as one of the operators of the project and 
earns operating fees. 

The Corporation earns a fixed rate of return on its investment effective January 1, 1995 and 
has no residual interest in the assets of the project. Accordingly, the investment is accounted for on 
the cost basis. The investment is to be redeemed in equal payments over a ten year period. Subject 
to certain conditions, redemption may commence in 2003 but, in any event, no later than 2012. 
Earnings amounted to $18.5 million in 1997 reflecting the fixed rate of return on the investment 
(1996 — $8.9 million; 1995 — $4.8 million). 


U.S. Master Limited Partnership 

The portion of the main pipeline system located in the United States is owned by Lakehead 
Pipe Line Partners, L.P., a U.S. Master Limited Partnership. The Corporation's wholly owned U.S. 
subsidiary, Lakehead Pipe Line Company, Inc., holds an equity interest of approximately 16.6% in the 
Partnership, and manages and operates the U.S. pipeline business as the General Partner. 

The Corporation's interest in the net income of the Partnership, adjusted for the allocation of 
depreciation on an historical cost basis for assets contributed on formation of the Partnership, and 
including incentive distributions amounted to $26.4 million (1996 — $17.1 million; 1995 — $13.0 million). 
In 1997, the Corporation received cash distributions of $21.8 million from the Partnership 
(1996 - $16.8 million; 1995 — $16.4 million). The carrying value of the Corporation's investment 
in the Partnership includes unremitted equity earnings of $13.5 million (1996 — $8.9 million). 

In October 1997, the Partnership completed a public issue of additional Partnership Units. 

As the Corporation elected not to participate in this offering its effective equity interest in the 
Partnership was reduced from 18% to 16.6%. The proceeds received by the Partnership were allocated 
among the capital accounts of the unitholders based upon the increase in Partnership net assets 
attributable to each interest as a result of the issue. The Corporation's pro rata share of Partnership 
net assets increased by $16.3 million, which was recognized in earnings in 1997. 
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7. Acquisition of Subsidiaries 
and Joint Ventures 


8. Property, Plant and 
Equipment, Net 


Lakehead Services, Limited Partnership facilitates the financing of the Partnership. The Corp- 
oration owns a 99% limited partner interest in the Services Partnership and the Partnership holds a 
1% general partner interest. The Services Partnership has a Revolving Credit Facility Agreement under 
which it had utilized U.S.$52.0 million at December 31, 1997 and 1996. In conjunction with its 
borrowings under this facility, the Services Partnership has irrevocably placed U.S. government securities 
in a trust to be used solely for satisfying scheduled payments of both interest and principal on these 
borrowings. The trust assets at December 31, 1997 amounted to U.S.$57.1 million (1996 — U.S.$57.0 
million). This transaction has been recognized as an in substance defeasance and the debt is considered 
to be extinguished. 


Consumers Gas 

On December 9, 1996, the Corporation acquired the remaining 15% of the common shares 
of Consumers Gas. The purchase price of $248.6 million was financed by the exchange of 2,645,000 
common shares of the Corporation having a fair value of $105.1 million, together with the proceeds 
of variable rate financing. This investment, which was accounted for using the purchase method, 
exceeded the book value of the minority interest acquired by $105.0 million which was allocated to 
property, plant and equipment, on the basis of estimated fair values, and is being amortized over 
the economic life of such assets. 


Mustang Pipeline 

On October 31, 1996, the Corporation acquired for U.S.$18.6 million a 30% joint venture 
interest in the Mustang crude oil pipeline which runs from Lockport to Patoka, Illinois, and is operated 
by a third party. The Corporation's interest in the joint venture is represented primarily by its propor- 
tionate share of the carrying value of the joint venture’s property, plant and equipment. During 1997, 
the Corporation recorded earnings of $0.5 million (1996 — $0.3 million) from the joint venture. 


Weighted Average Accumulated 


December 31, 1997 Depreciation Rate Cost Depreciation Net 
Energy Transportation 3.6% 2,724.8 1,065.9 1,658.9 
Energy Distribution 2.6% 3,881.9 365.2 3,516.7 
Corporate 13%) 55},8) 14.5 39.4 

6,660.6 1,445.6 S250) 


Weighted Average Accumulated 


December 31, 1996 Depreciation Rate Cost Depreciation Net 
Energy Transportation 3.5% P)0)5) 0) lp OOZey, oUZs 
Energy Distribution 2.5% 3,527.0 248.5 S275 
Corporate 5.1% 38.4 122 26.2 

6,070.4 1,263.4 4,807.0 


The average depreciation rate for the Energy Distribution segment, after inclusion of a provision 
for future removal and site restoration costs, is 4.8% (1996 — 4.0%). 


9. Debt 


Long Term Debt 


Weighted Average 
December 31, Interest Rate Maturity 1997 1996 


Regulated Operations 
Energy Transportation 


Fixed rate ' 8.8% 1998-2027 767.5 738.9 
Variable rate 4.0% 23.0 ~ 
790.5 738.9 
Energy Distribution 

Fixed rate 9.1% 1998-2026 1,549.4 1397.2 
Other ? 7.1% 288 BS 
Preference shares 100.0 100.0 
ip7o2-2 1,530.4 
Total regulated operations 7 )\sy27/ 2,269.3 

Non Regulated Operations 
Fixed rate ? 8.4% 1998-2002 403.3 303.4 
Variable rate 4.0% 606.1 450.6 
Total non regulated operations 1,009.4 754.0 
Total long term debt By5025l 5 O23 
Current portion of long term debt (39527) (84.3) 
Long term debt 3,166.4 2,939.0 


1 Includes $49.4 million of debentures (1996 — $62.2 million) secured by a first mortgage on specific pipeline properties 
and the assignment of the benefits of a shipping agreement. 

2 Primarily comprised of commercial paper borrowings effectively converted into long term debt maturing in 2002 through 
the use of long term interest rate swaps. 

3 Includes U.S. $130.0 million 9.4% debentures issued in 1995 which were effectively converted into Canadian $178.1 million 
at an effective interest rate of 8.8% reflecting the use of a cross currency swap and the amortization of both debenture 
purchase warrant proceeds totaling $13.3 million and hedging costs over the life of the primary instrument. 


The amounts of long term debt maturities and sinking fund requirements for the years ending 
December 31, 1998 through 2002, in millions, are $395.7, $249.5, $66.0, $434.0 and $315.6, respectively. 


Preference Shares of Energy Distribution Segment 

The Cumulative Redeemable Retractable Preference Shares of Consumers Gas (Group 2 $1.6125 
Series C — 2,000,000 shares, $50.0 million; Group 3 $1.43 Series C — 2,000,000 shares, $50.0 million) 
are classified as long term debt. Dividends on these shares for the year ended December 31, 1997, 
amounted to $6.1 million and are included in interest expense (1996 — $6.1 million; 1995 — $6.1 million). 


Credit Facilities 
At December 31, 1997, the Corporation had credit facilities in the amount of $2,275.2 million 
arranged for the following business segments: 


Committed Uncommitted Drawdowns 

Energy Transportation 150.0 - = 
Energy Distribution SET 305.5 10.3 
Corporate 1,460.0 - = 
1;969%7, 305.5 10.3 


—— ee eS ee 

Committed facilities carry a weighted average standby fee of 0.061% per annum on the 
unutilized portion. The committed facilities for the Energy Transportation and Energy Distribution 
segments expire in 1998 and are extendible subject to the approval of the lenders. The committed 
facility for corporate purposes expires in 2002. Drawdowns under these facilities bear interest at 
prevailing market rates. 


WW) 


Ui 


36 


10. Capital Stock 


The authorized capital stock of the Corporation consists of an unlimited number of common 
and preferred shares. No preferred shares have been issued. 


1997 1996 1995 

(number of shares in thousands) Number Amount Number Amount Number Amount 
Balance at beginning of year 67,490 1,126.2 60,873 879.6 40,583 243.8 
Dividend reinvestment 

and share purchase plan 611 26.2 920 S06 849 24.9 
Investment by Noverco (Note 6) 6,000 287.1 = - - - 
Public issue - - 3,000 106.6 4,170 222 
Acquisition of remaining common 

shares of Consumers Gas (Note 7) - ~ 2,645 105.1 = - 
Conversion of Convertible Debentures - - ~ - 15,079 483.4 
Other 63 a3 52 3j8) 192 5.3 
Balance at end of year 74,164 1,441.8 67,490 1,126.2 60,873 879.6 


Earnings Per Share 

Earnings per share are computed on the weighted average number of shares outstanding of 
68,904,000, 62,165,000 and 56,791,000 in 1997, 1996, and 1995, respectively. On a full year basis, 
there were no materially dilutive instruments outstanding during each of the years in the three year 
period ended December 31, 1997. The weighted average number of shares outstanding in 1997 has 
been reduced by the Corporation's pro rata interest in its own common shares resulting from the 
investment in Noverco (Note 6). 


Dividend Reinvestment and Share Purchase Plan 

The Corporation has a Dividend Reinvestment and Share Purchase Plan. Under the Plan, registered 
shareholders may reinvest dividends in common shares of the Corporation, or make optional cash 
payments to purchase additional common shares, in either case free of brokerage or other charges. 


Issue of Capital Stock 

On October 7, 1996, the Corporation completed a public offering of 3,000,000 common 
shares for cash proceeds of $111.2 million less related issue costs. On May 26, 1995, the Corporation 
completed a public offering of 4,170,000 common shares for cash proceeds of $125.1 million less 
related issue costs. 


Convertible Debentures 

On March 24, 1994, the Corporation issued $500 million 3.75% Convertible Unsecured 
Subordinated Debentures, represented by instalment receipts, with a maturity date of March 15, 
2015, in order to provide permanent financing for the acquisition of Consumers Gas. The debentures 
became convertible, at the option of the holders, into common shares of the Corporation upon pay- 
ment of the second installment which was due March 1, 1995. During 1995, all of the debentures 
were converted. 


Shareholder Rights Plan 

The Corporation has a Shareholder Rights Plan designed to encourage the fair treatment 
of shareholders in connection with any takeover offer for the Corporation. Rights issued under the 
plan become exercisable when a person, and any related parties, acquires or announces its intention 
to acquire 20% or more of the Corporation’s outstanding common shares without complying with 
certain provisions set out in the rights plan, or without approval of the Board of Directors of the 
Corporation. Should such an acquisition or announcement occur, each rights holder, other than the 
acquiring person and related parties, will have the right to purchase common shares of the 
Corporation at a 50% discount to the market price at that time. 


11. Stock Option Plan 


12. Financial Instruments 


a7 


Full time key employees are granted options to purchase unissued common shares, exercisable 
at the market price of common shares at the date the options are granted. Under current provisions 
of the plan, options vest in equal annual instalments over a four year period and expire after ten years 
from the original issue date. The plan allows the Corporation to provide for option holders restricted 
stock units equivalent to the amount of dividends that would have been received on the number of 
common shares subject to unexercised options. A maximum of 2,000,000 common shares are 
reserved for issuance under the plan. 


1997 1996 1995 

Weighted Weighted Weighted 

Average Average Average 

(options in thousands; Exercise Exercise Exercise 

exercise price in dollars) Number Price Number Price Number Price 
Number of shares under option 

at beginning of year 692 30.29 656 28.46 496 826.49 

Options granted 322 48.76 87 40.00 (So sZ 75 

Options exercised (64) 25.67 (49) 23.48 @5) 2272 

Options cancelled or expired (13) 33.84 Q) 235 (4) 27.66 
Number of shares under option 

at end of year 937 36.90 692 30.29 656 28.46 


At December 31, 1997, the exercise prices of outstanding stock options ranged from $22.86 
to $49.65 (1996 — $22.86 to $40.00; 1995 — $19.55 to $32.75). Outstanding stock options will 
expire over a period ending no later than September 1, 2007. 


Fair Value of Financial Instruments 

The fair value of financial instruments represent an approximation of amounts that would 
have been received from or paid to counterparties, calculated at the reporting date, to settle these 
instruments prior to maturity. At December 31, 1997, the Corporation had no intention of settling 
any instruments prior to maturity. Carrying amounts of financial instruments represent amounts 
recorded in the consolidated statement of financial position. 

With the exception of the items listed below, the estimated fair values of all financial instruments 
approximate the carrying amounts. 
December 31, 1997 1996 


Carrying Fair Carrying Fair 
Amount Value Amount Value 


Long term debt 


Regulated operations ayaa) 3,004.4 Z 2695 2,586.7 
Non regulated operations 1,009.4 1,036.3 754.0 782.9 


The following methods and assumptions were used to estimate the fair value of each class 

of financial instruments at December 31, 1997 and 1996: 

1. The fair value of long term debt is based on quoted market prices at year end or based on the dis- 
counted future cash flows of each debt issue at current interest rates for remaining terms to maturity. 
Due to the regulatory nature of business operations, the Corporation has the ability to recover 
related interest on debt at existing rates. 

2. The carrying amount of the Corporation's long term investment in the Colombia Pipeline Project 
approximates fair value as the contractual rate of return represents current market rates for invest- 
ments with similar terms and conditions. 

3. The carrying amounts of all financial instruments classified as current approximate fair value 
because of the short maturities of these instruments. 
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Risk Management 

By virtue of its business operations, the Corporation is exposed to movements in the 
U.S./Canadian dollar exchange rate, interest rates and the price of natural gas. In order to minimize 
these exposures for both its ratepayers and shareholders, the Corporation utilizes a variety of hedging 
instruments to create an offsetting position to specific exposures. These instruments are employed 
in connection with an underlying asset, liability or anticipated transaction, and are not used for 
speculative purposes. 

By entering into these hedging instruments, the Corporation agrees to exchange with counter- 
parties the difference between fixed and variable amounts, calculated by reference to specific foreign 
exchange rates, interest rates, or natural gas price indices based on a notional principal amount or 
notional quantity of natural gas. The notional amounts are not recorded in the financial statements 
as they do not represent amounts exchanged by the counterparties. 

The Corporation enters into off balance sheet risk management transactions with creditworthy 
institutions that possess strong investment grade credit ratings or where such transactions are 
secured with approved forms of collateral. For transactions with terms of greater than five years, 
the Corporation may also retain the right to require a counterparty (who would otherwise meet the 
Corporation's credit criteria) to provide collateral within a specified time frame. As at December 31, 
1997, no material credit exposure existed as the Corporation was not party to any off balance sheet 
instruments in a significant receivable position. 


Foreign Exchange 

The Corporation has an exposure to the U.S./Canadian dollar exchange rate primarily through 
its investments in U.S. dollar denominated operations. In 1997, the Corporation established a hedging 
program to eliminate a portion of that long term exposure. At December 31, 1997, the Corporation 
had entered into forward and cross currency swaps to hedge U.S. dollar denominated earnings of 
approximately $30 million per annum as well as the redemption of the U.S. dollar denominated 
investment in Colombia pipeline project of $100 million, thereby mitigating potential currency expo- 
sures on the anticipated earnings streams from, and redemption of, these U.S. dollar investments. 
In addition, forward foreign exchange contracts, including cross currency swaps, have been entered 
into to hedge the Corporation's exposure on its U.S. dollar denominated debt. 


Natural Gas Prices 

The Corporation also uses natural gas price swaps, options and collars to manage exposure to 
natural gas prices which, under the majority of system supply gas contracts, are indexed to U.S. dollar 
denominated natural gas futures contracts plus a basis differential or to Alberta based gas price 
indices. Under the regulatory framework governing the Corporation's natural gas distribution opera- 
tions, the Corporation hedges the cost of a portion of future natural gas supply requirements. 
Amounts paid or received under this risk mitigation strategy are recognized as part of the cost of the 
underlying natural gas purchases which is recovered through the rate making process. The regulator 
continues to monitor the implementation and results of the Corporation's natural gas hedging program. 
At December 31, 1997, the Corporation had entered into natural gas price swaps and options to 
effectively manage the price for approximately 15%, or 26.1 billion cubic feet, of its forecast 1998 
system gas supply. During the year ended December 31, 1997, the Corporation hedged 36%, 
or 65.7 billion cubic feet, of its system gas supply (1996 — 42%, or 83.6 billion cubic feet). 


Interest Costs 

To hedge against the effect of future interest rate movements on its short to long term 
borrowing requirements, the Corporation enters into forward interest rate agreements, interest rate 
swaps and interest rate collars. 


13. Postretirement Benefits 
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Fair Value of Off Balance Sheet Financial Instruments 

The fair value of off balance sheet financial instruments reflects the estimated amounts that 
the Corporation would receive or pay to terminate the contracts at the year end date. This fair value 
represents the difference between the present value of estimated future receipts and future payments 
under the terms of each instrument which is estimated by obtaining quoted market prices or by using 
pricing models widely used in financial markets. These fair value amounts should not be viewed in 
isolation, but rather in relation to the fair values of the underlying hedged transactions and the overall 
reduction in the Corporation’s exposure to adverse fluctuations in foreign exchange rates, interest 
rates and natural gas prices. At December 31, 1997, the Corporation had no intention of settling any 
instruments prior to maturity. 

At year end, the Corporation was party to off balance sheet financial instruments hedging the 
following exposures: 


December 31, 1997 1996 
Notional Fair Value Notional Fair Value 
Principal Payable/ Principal Payable/ 


or Quantity (Receivable) Maturity or Quantity (Receivable) Maturity 


Foreign exchange 


Cross currency swaps 316.2 11.9 2013-2021 178.1 ise 2001 
Forwards (cumulative 

exchange amounts) {|- 22RD 31.2 1998-2021 S05 - 1997 

Interest rates 100.0 8.4 2002 375.0 4.7 1997-2002 

Natural gas prices (billion cubic feet) 26.1 (3.7) 1998 46.7 1.6 1997 


There were no material gains or losses deferred in relation to any of the Corporation's off 
balance sheet hedges of anticipated transactions at December 31, 1997 and 1996. 


Trade Credit Risk 

Trade receivables relating to Energy Transportation consist primarily of amounts due from com- 
panies operating in the oil and gas industry and are collateralized by the crude oil and other products 
contained in the Corporation's pipeline and storage facilities. Credit risk with respect to trade receivables 
of the Energy Distribution business is reduced by the large and diversified customer base, and the ability 
to recover an estimate for doubtful accounts through the ratemaking process. The allowance for 
doubtful accounts amounted to $16.9 million at December 31, 1997 (1996 — $15.6 million). 


Pension Plans 
The Corporation has non contributory defined benefit and defined contribution pension plans 


for Energy Transportation and a contributory defined benefit pension plan for Energy Distribution. 
Retirement benefits under defined benefit plans are based on the employees’ years of service and 
remuneration. Contributions made by the Corporation are in accordance with independent actuarial 
valuations and are invested primarily in publicly traded equity and fixed income securities. The defined 
contribution plan for Energy Transportation covers all employees hired after January 1, 1997 as well 
as existing employees who elected to leave the defined benefit plan on a prospective basis. 
Contributions under this plan are based on each employee's age and years of service. 
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14. Related Party 
Transactions 


15. Commitments and 
Contingencies 


Energy Transportation pension costs under the defined benefit pension plan reflect manage- 
ment’s best estimates of the rate of return on pension plan assets, rate of salary increases and various 
other factors including mortality rates, terminations and retirement ages. Adjustments arising from 
plan amendments, experience gains and losses, and changes to assumptions are amortized over the 
expected average remaining service lives of the employees. For the defined contribution plan, pension 
expense equals amounts contributed by the Corporation, which totaled $1.2 million in 1997. 

Energy Distribution records as pension expense the contributions deemed sufficient by its 
actuaries to fully fund the plan over an acceptable time frame. 

The status of the Corporation’s pension plans was as follows: 


December 31, 1997 1996 


Pension plan assets at market values: 


Energy Transportation 286.2 242.6 
Energy Distribution 614.5 495.4 
900.7 738.0 

Projected benefit obligations: 
Energy Transportation 197.0 175.8 
Energy Distribution 381.9 318.8 
578.9 494.6 


The Corporation's pension cost, including amounts related to the defined contribution plan, 
amounted to $9.2 million (1996 — $9.8 million; 1995 — $9.6 million) and the deferred pension asset 
was $13.9 million (1996 — $12.9 million). 


Postretirement Benefits Other than Pensions 
The cost of providing postretirement benefits other than pensions amounted to $1.7 million 
(1996 — $1.3 million; 1995 — $1.4 million). 


The U.S. Master Limited Partnership, which does not have any employees, uses the services of the 
Corporation for managing and operating the U.S. pipeline business. These services, which are charged 
at cost in accordance with service agreements, amounted to $46.0 million (1996 — $46.1 million; 1995 — 
$46.7 million). Accounts receivable include $2.1 million due from the Partnership (1996 — $2.0 million). 


Consumers Gas 

Consumers Gas is aware that the remediation of discontinued manufactured gas plant sites 
may become an issue in the future. The probable overall cost of remediation measures cannot be 
determined at this time due to uncertainty about the existence or extent of environmental risks, 
the complexity of laws and regulations particularly with respect to sites decommissioned years ago 
and no longer owned by Consumers Gas, and the selection of alternative remediation approaches. 
Although there are no known regulatory precedents in Canada, there are precedents in the United 
States for recovery of costs of a similar nature in rates. Consumers Gas expects that, if it is found that 
it must contribute to any remediation costs, it would be generally allowed to recover in rates those 
costs not recovered through insurance or by other means and believes that the ultimate outcome 
of these matters would not have a significant impact on its financial position. 
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On April 25, 1994, a class action was commenced against Consumers Gas by a customer 
alleging that the OEB approved late payment penalties charged to customers were contrary to federal 
law and seeking certification of the action as a class action. The claim sought $112 million in restitu- 
tionary payments and other relief on behalf of all people who were customers of Consumers Gas 
who had paid or been charged such penalties since April 1, 1981. The class action was not certified 
by the Court although the Class Proceedings Committee, established under the Ontario Class 
Proceedings Act, 1992, decided that it would fund the action. On February 13, 1995, Mr. Justice Winkler, 
of the Ontario Court of Justice, General Division, issued a judgement in favour of Consumers Gas 
dismissing the class action lawsuit. He concluded that the late payment charge is not interest payable 
on a credit transaction, but is an incentive to customers to pay their bills by a certain date. He held 
that Section 347 of the Criminal Code of Canada, which deals with interest on credit transactions, 
did not apply. On March 10, 1995, the plaintiff's solicitors filed a notice of an appeal of the decision 
of the trial judge. The appeal was heard on September 12, 1996, and on September 19, 1996 the 
Court of Appeal dismissed the appeal. The plaintiff then sought leave to appeal to the Supreme Court 
of Canada from the decision of the Ontario Court of Appeal. The Supreme Court granted leave 
to appeal on June 19, 1997. A tentative date of March 23, 1998 has been set for the Court to hear 
the matter. 


U.S. Master Limited Partnership 

Lakehead has agreed to indemnify the Partnership from and against substantially all liabilities, 
including liabilities relating to environmental matters, arising from operations prior to the transfer of 
its pipeline operations to the Partnership in 1991. This indemnification does not apply to amounts 
that the Partnership would be able to recover in its tariff rates (if not recovered through insurance), 
or to any liabilities relating to a change in laws after December 27, 1991. In addition, in the event 
of default, Lakehead, as the General Partner, is subject to recourse with respect to the Partnership's 
long term debt which amounted to U.S.$463.0 million at December 31, 1997. 


Corporate 

Provisions have been made for potential liabilities, if any, resulting from claims against the 
Corporation arising in the normal course of business. Furthermore, in the case of income tax reassess- 
ments, where deemed appropriate, advance tax payments are made to forestall non deductible interest 
potentially resulting from the outcome of contested reassessments. Such payments are reflected 
in receivables in the statement of financial position. The ultimate outcome of these claims cannot be 
reasonably estimated at this time. However, in the opinion of management, exposures in excess of 
the provisions made, if any, would not be material. 


Cornwall Electric 

On September 26, 1997, the Corporation announced that it had agreed to purchase the City 
of Cornwall's electricity distribution utility (Cornwall Electric) for $68.0 million. Cornwall Electric 
provides electrical power to the residents of Cornwall and surrounding area. The purchase remains 
subject to approval of the City Council of Cornwall. Upon closing, this acquisition will be accounted 
for using the purchase method and will be financed with debt. 
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16. United States Accounting 


Principles 


As a registrant with the United States Securities and Exchange Commission, the Corporation 
is required to reconcile its financial results for significant differences between generally accepted 
accounting principles in Canada (Canadian GAAP) and those accepted in the United States (U.S. GAAP). 
Although the accounting bodies of the two countries are moving towards harmonization of accounting 


principles, current differences with U.S. GAAP result in variations in reported earnings as well as 


differences in presentation and disclosure. 


The following information describes the effect of differences between Canadian and U.S. 
GAAP on the Corporation’s consolidated financial statements: 


Earnings ' 1997 1996 1995 
Earnings reported under Canadian GAAP 2Nie3 180.3 130.4 
Foreign currency translation gain (loss) (9.6) WZ 7.8 
Earnings under U.S. GAAP 207.7 181.5 138.2 
Earnings per share 

Canadian GAAP BalS 2.90 2.30 

U.S. GAAP 3.01 2.92 2.43 

1997 1996 1995 

Cash Flows? Canada U.S. Canada U.S. Canada U.S. 
Cash provided from: 

Operating activities 432.0 443.8 538.0 492.6 470.0 419.3 

Investing activities (1,101.1) (1,064.9) (822.4) (822.4) (510.2) (510.2) 

Financing activities 706.6 658.6 266.4 Silke 59.6 110.3 

1997 1996 

Financial Position *4 Canada U.S. Canada U.S. 
Long term investments 517.3 543.2 Zea WA 
Deferred charges and other 142.1 1,279.8 1230) 1), iets}! 
Property, plant and equipment, net 5,215.0 5,641.3 4807.0 5,269.0 
Deferred credits 59.8 222.8 Ay 5 DNC 
Deferred income taxes 374.2 1,823.1 373.6 1,743.9 
Retained earnings 336.7 314.7 266.5 254.1 


1 Under U.S. GAAP, the deferred income tax liability related to integrated foreign operations is considered a monetary item 
and translated using the rate of exchange in effect at the date of the statement of financial position. 

2 Under U.S. GAAP, changes in short term borrowings are classified as a financing activity. In addition, changes in working 
capital where appropriate are allocated among operating, investing and financing activities. 

In 1997, interest paid, net of amounts capitalized, was $258.7 million (1996 — $259.7 million; 1995 — $249.9 million). 
Income taxes paid amounted to $172.1 million (1996 — $67.4 million; 1995 — $89.6 million). 

3 Under U.S. GAAP. deferred income tax liabilities are recorded for regulated operations which follow the taxes payable 
method. As these deferred income taxes are recoverable through future revenues, a corresponding deferred asset is also 
recorded. These assets and liabilities reflect changes in enacted income tax rates. 

U.S. GAAP requires that the costs of postretirement benefits be determined using the accrual method. The appli- 
cation of the accrual method of accounting for pension and other post retirement benefits on a consolidated basis has 
no effect on earnings as any difference from the allowed method of recovery is recognized as a deferred asset or credit 
and would be recovered or refunded, respectively, through the regulatory process. 

For business acquisitions, the purchase price allocation reflects the recognition of additional deferred income tax 
liabilities on the excess of the purchase prices over the net book value of assets acquired and liabilities assumed. A corre- 
sponding increase to property, plant and equipment acquired is also recognized. In addition, a portion of the purchase 
price is allocated to the unrecognized excess of pension plan assets over the projected benefit obligations at the date 
of acquisition. However, an offsetting deferred liability, reflecting the expected future refund of such excess through the 
regulatory process, is also recognized. 


4 Under U.S. GAAP, the Corporation's investments in joint ventures are accounted for using either the equity or the 


cost method. 


The following additional disclosures are required under U.S. GAAP: 


Deferred Income Taxes 


Deferred income taxes have arisen as a result of the following items: 


December 31, 


Differences between capital cost allowance and depreciation: 
Property, plant and equipment 
Long term investment 

Recognition of taxes on: 
Acquisition purchase price excess 


Incremental revenue required for recovery of unrecorded taxes 


Transfer of U.S. pipeline business to Master Limited Partnership 
Other 
Deferred income taxes 


Pension Plans 


1997 


639.0 
26.2 


451.2 
408.6 
204.6 

93:5 


iPo2oal 


Disclosures required under U.S. GAAP for pension plans are as follows: 


Projected Benefit Obligations 


December 31, 


Actuarial present value of accrued pension benefits 
Vested 
Non vested 
Accumulated benefit obligations 
Additional amounts related to future salary increases 
Projected benefit obligations 


Net Pension Asset 


December 31, 


Pension plan assets in excess of projected benefit obligations 
Unrecognized pension plan surplus 

Unrecognized net gain 

Net pension asset under U.S. GAAP 


Pension Cost 


Year ended December 31, 1997 


Benefits earned during the year 14.5 
Interest cost on projected benefit obligations 40.4 
Return on plan assets (159.2) 
Amortization and deferral of 

unrecognized amounts 100.3 
Amount credited to the Partnership 0.7 


Pension credit under U.S. GAAP (3.3) 


1997 
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1996 


613.6 
BY I 


462.0 
380.8 
1957, 
64.6 
7/439 


1996 


Economic Assumptions 
The most significant economic assumptions made in the measurement of the pension costs 
and the projected benefit obligations of the pension plans were as follows: 


Year ended December 31, 1997 1996 1995 

Discount rate 6.5 -7.3% 7.8-8.5% 7.3-8.5% 
Average rate of salary increases 4.8-5.5% 5.5-5.8% 5. Doo 
Average rate of return on pension plan assets 8.0 — 8.5% 8.0 — 8.5% 8.0 - 8.5% 


Postretirement Benefits Other Than Pensions 

U.S. GAAP requires the accrual, during the years the employees render service, of the expected 
cost of providing postretirement health care and life insurance to employees, their beneficiaries and 
qualified dependants. 


Postretirement Benefit Obligations 
Based on actuarial valuations dated January 1, 1997, the status of the Corporation's 
postretirement benefit plans was as follows: 


December 31, 1997 1996 


Accumulated postretirement benefit obligations (APBO) 


Retirees eligible for benefits ay/.8 B2.y/ 
Active employees fully eligible 14.6 1.5 
Active employees not fully eligible 33.8 30.8 
APBO 85.7 77.0 
Plan assets at fair value 13.0 2 
APBO in excess of plan assets HET 65.8 
Unrecognized gain She: 4.8 
Unrecognized transition obligation (54.3) (57.1) 
Postretirement benefit obligations under U.S. GAAP 23). (Se 


The transition obligation is being amortized over the expected average remaining service lives 
of the employee group. 


Postretirement Benefit Cost 


Service cost a5 pany Dal 
Interest cost 6.7 5.8 5.6 
Actual return on plan assets (0.5) (0.3) (0.8) 
Amortization and deferral of 

unrecognized amounts 3.6 3.5 4.1 
Amount charged to the Partnership (257) (3.0) (3.0) 


Postretirement benefit cost under U.S. GAAP 9.6 8.4 8.0 
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Economic Assumptions 


The most significant economic assumptions made in the measurement of the postretirement 
benefit costs and the projected obligations were as follows: 


Year ended December 31, 1997 1996 1995 

Discount rate 6.5-7.3% 7.8-8.5% 7.3-8.5% 
Medical cost trend rate 6.0 — 7.0% 8.0-— 11.0% 9.0 — 12.0% 
Dental cost trend rate 6.0% 6.0-8.5% 6.0 - 8.9% 


A 1% change in the assumed health care cost trend rate would result in a $17.6 million change 
in the accumulated postretirement benefit obligation and a $2.6 million change in postretirement 
benefit costs. 
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Five Year Consolidated Highlights 


Shareholder and (per share amounts in Canadian dollars) 


Investor Information 1997 1996 1995 1994 1993 


Average shares outstanding weighted 
monthly during the year (thousands) 68,904 62,165 56,791 40,086 39,889 
Number of registered shareholders at yearend 10,036 10,060 8,824 7,929 7,590 


Share Trading (TSE) 


High 65.70 A2.00 33.00 34°25 33.00 
Low 39.05 31/5 26.88 26.88 22.38 
Close 65.40 S995 31.88 28.50 3225 
Volume (thousands) 27,672 26,093 27,058 16,352 20,477 
Per Share Data 

Earnings BMS 2.90 2.30 in@S 2208 
Cash provided from operating activities 6.27 8.65 8.28 4.94 3.36 
Dividends DaliZ. 2.03 2.00 2.00 2.00 


Financial Ratios 


Return on average shareholders’ equity ' 14.2% 15.0% 13i2% 9.5% 17.7% 
Return on average capital employed * 7.0% 7.6% 7.0% 819% 8.2% 
Debt to debt plus shareholders’ equity * 67.7% 68.4% 69.1% 85.9% SIN 
Debt to total capital employed 62.5% 62.5% 62.7% VIL 41.3% 
Earnings coverage of interest * 2.4x TEEN 1.8x 1.3x SS). 
Dividend payout ratio ° 67.7% 69.8% 89.1% 183.9% 98.8% 


1 Earnings divided by average shareholders’ equity (weighted monthly during the year). 


2 Sum of earnings, minority interest and after tax interest expense divided by average capital employed (weighted monthly 
during the year). Capital employed is equal to to the sum of shareholders’ equity, minority interest, deferred income 
taxes, deferred credits, and total debt (excluding short term borrowings which finance gas in storage). 


3 Total debt (excluding short term borrowings which finance gas in storage) divided by the sum of shareholders’ equity and 
minority interest. 


4 Sum of earnings before income taxes, minority interest and interest expense, divided by interest expense. 


5 Dividends divided by earnings. 
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Richard L. George 4 

President & Chief Executive Officer 
Suncor Energy Inc. 

Calgary, Alberta 


Louis D. Hyndman, O.C., Q.C. 3.4 
Senior Partner 

Field Atkinson Perraton 
Edmonton, Alberta 


Brian F. MacNeill 

President & Chief Executive Officer 
IPL Energy Inc. 

Calgary, Alberta 


Robert W. Martin 34 
Chairman 

Silcorp Limited 
Toronto, Ontario 


Earl H. Orser, C.M. 2.4 
Chairman 

Spar Aerospace Limited 
London, Ontario 


Donald J. Taylor 1.2 
Chair 

IPL Energy Inc. 
Jacksons Point, Ontario 


1 Member of Human Resources 
& Compensation Committee 
2 Member of Governance Committee 
3 Member of Audit, 
Finance & Risk Committee 
4 Member of Environment, 
Health & Safety Committee 


Senior Management 


Brian F. MacNeill 
President & Chief Executive Officer 


Patrick D. Daniel 

Executive Vice President 

& Chief Operating Officer — 
Energy Transportation Services 


Ronald D. Munkley 
Executive Vice President 

& Chief Operating Officer — 
Energy Distribution Services 


Mel F. Belich 
Senior Vice President, General 
Counsel & Corporate Secretary 


J. Richard Bird 
Senior Vice President, Corporate 
Planning & Development 


Bonnie D. DuPont 
Senior Vice President, 
Human Resources 


Derek P. Truswell 
Senior Vice President 
& Chief Financial Officer 


Shareholder Information 


Registrar and Transfer Agent 
in Canada 

CIBC Mellon Trust Company 
393 University Avenue 

5th Floor 

Toronto, Ontario 

M5G 2M7 

Telephone: (416) 813-4600 

Toll Free: (800) 387-0825 

CIBC Mellon Trust Company also has 


offices in Halifax, Montreal, Winnipeg, 
Calgary, Regina and Vancouver. 


Co-Registrar and Co-Transfer 
Agent in the United States 


ChaseMellon Shareholder 
Services L.L.C. 

13th Floor 

120 Broadway 

New York, NY, 10271 

USA 

Attention: Stock Transfer 

Toll Free: (800) 526-0801 

Inquiries regarding the dividend rein- 
vestment and share purchase plan, 
change of address, share transfer, 
lost certificates, dividends, and dupli- 
cate mailings should be directed, 

as appropriate, to CIBC Mellon Trust 
Company in Canada or to 
ChaseMellon in the United States. 


Other inquiries may be addressed to: 


Director, Investor Relations 
IPL Energy Inc. 

2900, 421 — 7 Avenue S.W. 
Calgary, Alberta, Canada 
T2P 4K9 

Telephone: (403) 231-3973 
Toll Free: (800) 481-2804 
Facsimile: (403) 231-4848 


Dividend Reinvestment and 
Share Purchase Plan, and 
Dividend Direct Deposit 


IPL Energy Inc. offers a Dividend 
Reinvestment and Share Purchase 
Plan which enables shareholders 

to reinvest their cash dividends in 
common shares and to make addi- 
tional cash payments for purchases 
at the market price. The Company 
also offers Dividend Direct Deposit 
which enables shareholders to 
receive dividends by electronic fund 
transfer to the bank account of their 
choice in Canada. Details may be 
obtained by contacting CIBC Mellon 
Trust Company at any of the 
locations listed above. 


1998 Dividend Information 


Stock Trading 


The common shares of IPL Energy 
Inc. trade in Canada on the Toronto 
and Montreal stock exchanges 
under the ticker symbol “IPL” and in 
the United States on The NASDAQ 
National Market under “IPPIF”. 


Form 10-K 


The Corporation files annually with 
the Securities and Exchange 
Commission of the United States 

a report known as the Annual Report 
on Form 10-K. Copies of the Form 
10-K are available to shareholders, 
free of charge, upon written request 
to the Corporation. 


Trustee and Registrar for 
Debentures 


Montreal Trust Company 
Montreal, Toronto, Winnipeg, 
Edmonton and Vancouver 


Auditors 


Price Waterhouse 


Annual Meeting 


The Annual Meeting of 
Shareholders will be held at 

the Hotel Macdonald, Edmonton, 
Alberta, Canada at 1:30 p.m. on 
Thursday, April 30, 1998. 


Registered Office 


IPL Energy Inc. 

2900, 421 — 7 Avenue S.W. 
Calgary, Alberta, Canada 
T2P 4K9 

Telephone: (403) 231-3900 
Facsimile: (403) 231-3920 
Internet: www.iplenergy.com 


Le présent document est disponible 
en francais 


ist Q 2nd Q 3rd Q 4th Q 

Record Date Feb.13  May15 Aug.14 Nov. 19 

Payment Date March 1 June 1 Sept. 1 Dec. 1 
Share purchase 

cut-off date for DRIP Feb. 23 May 25 Aug.25 Nov. 24 


(cheques can be post-dated to the payment date) 


#% This report was printed on recycled paper containing 


a minimum 10% post-consumer fibre. 
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